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INTRODUCTORY NOTE 


In conformity with Article 7 of the European Bank for Reconstruction and 
Development (EBRD) Agreement Act, this report reviews the operations during 1991 of the 
EBRD. Canadian participation in these institutions was authorized under the EBRD 
Agreement Act, passed by the House of Commons on January 21, 1991. 


Negotiations on establishing the Bank began in Paris on January 15, 1990, 
and were concluded on May 29, 1990 with the signing of the Agreement establishing the 
Bank. On April 15, 1991, the Bank was inaugurated in London, and Mr. Jacques Attali 


(France) was elected by the Bank’s Board of Governors as its first President. 


Headquarted in London, the EBRD is the néwest multilateral development 
bank. The EBRD is designed to further economic development and social progress among 
the former Communist countries of central and eastern Europe.’ As stated in its Articles of 
Agreement, the main purpose of the EBRD is to foster the transition towards open market- 
Oriented economies and to promote private and entrepreneurial initiative in the central and 
eastern European countries committed to and applying the principles of multiparty 


democracy, pluralism and market economics. 


The EBRD functions as a development bank, much in the same way that the 
World Bank and other regional development banks serve their respective borrowing regions. 
However, the EBRD is distinctive in three areas from these banks. The first characteristic 
is the Bank’s overriding focus on the private sector. Its Charter stipulates that not less 
than 60 per cent of its financing will be directed either to: private sector enterprises; or to 
state-owned enterprises implementing a programme to achieve private ownership and 
control. Secondly, the Bank’s mandate gives it a particular concern for the promotion of 
democratic institutions and human rights in its countries of operations. Finally, a third 


characteristic to the EBRD is its commitment to environmental protection and restoration. 


1. References to central and eastern Europe in this report also include countnes of the former USSR. 


The Bank provides loans, equity investment and debt guarantees. The 
activities of the EBRD are divided into ordinary and special operations, depending on the 
source of funding. Ordinary operations are those financed from the ordinary capital 
resources of the Bank which comprise the Bank’s subscribed capital, its borrowings, 
income from ordinary loans and investments. Special operations are those financed from 
Special Funds, which are funds accepted by the Bank for inclusion in a Special Fund, e.g. 
technical assistance. On June 25, 1991, the EBRD Board of Directors approved its first 
loan. On September 25, 1991, the Bank issued its first bond of ECU 500 million 2: 


Detailed information on the policies and operations of the EBRD can be 
found in the forthcoming EBRD Annual Report, due to be released in mid-April. 


2 Hy . i > < re S In > ° 
2. Figures in this Report are expressed in terms of European Currency Units (ECUs), the unit of account for 


all EBRD transactions. The ECU IS a Composite currency, consisting of the fixed amounts of the currencies 
of the twelve member states of the European Economic Community (EEC). In 1991, the value of the ECU 
varied between US$1.1200 and US$1.4180, and averaged US$1.2400. 


The European Bank for Reconstruction and Development (EBRD) 


The idea of a European development bank was first promoted by President 
Mitterand of France in December 1989, to pledge support for the transition toward market 


economies and pluralist democracies in eastern Europe. 


Given the urgency perceived by western economies, the EBRD was created 
within five months. The first discussions were held in Paris on January 15, 1990 and were 
attended by 36 nations. On May 29, 1990, 40 nations and two European institutions (ie. 
the European Economic Community - EEC - and the European Investment Bank - EIB) 
reached final agreement on the Bank’s charter, its initial size, and the distribution of power 
among shareholders. At the end of 1991, there were 42 shareholders of the Bank. 

(During 1991, Albania completed membership requirements.) On April 15, 1991, the Bank 
was inaugurated in London, and Mr. Jacques Attali (France) was elected by the Bank’s 


Board of Governors as its first President. 


Economic Developments in Central and Eastern Europe 


The countries of central and eastern Europe, including the newly-independent 
states of the former-Soviet Union, differ widely in terms of natural resources and level of 
human capital. However, they all share one common characteristic: growth has been 
inhibited by a system of economic organization that discouraged individual incentive and 
inventiveness. The transition to an incentive-oriented system requires considerable effort 
and assistance to ensure that reform occurs as quickly and smoothly as possible. The 
international financial and economic institutions, including the EBRD, have assisted reform 
efforts throughout the region by providing much-needed technical advice on the workings 


of market economies. 


Although market-based reforms have been endorsed in all countries in the 
region, the pace of reform has been uneven. Poland, Hungary, Czechoslovakia, Bulgaria, 
and Romania are further along the road to reform which can be attributed to the fact that 
the degree of social consensus on the need for reform is strongest in these countries. This 


has enabled these governments to introduce the most-comprehensive economic reforms 


including IMF-supported economic programmes to reduce imbalances and enhance the 
effectiveness of structural reforms. The programmes combine tight macroeconomic policies 
with wage controls to control inflation. Czechoslovakia and Poland have also fixed their 


exchange rates to help fight inflation. 


The monetary and fiscal restraint inherent in these programmes have already 
generated benefits in terms of closing the most-pronounced macroeconomic imbalances. 
Restraint has contributed to a severe contraction of output in the region, however, and 
unemployment has increased significantly. Output stagnated in 1989 and contracted in 
1990. Real GDP is expected to fall by a further 10 per cent in 1991, implying a 
cumulative drop of 17 per cent since 1989. Most international economic observers expect 
the contraction in output to be reversed in 1992. The IMF, for example, projects a 
moderate increase in output in 1992, largely as a consequence of increased private sector 
activity. This projection is contingent, however, on the maintenance of the necessary 
systemic reforms and the adherence to tight macroeconomic policies so that inflation is 


controlled and external imbalances contained. 


The situation in the former USSR is more difficult. The authorities in the 
newly-recognized successor states to the USSR, have generally affirmed their belief that 
only market-based reforms can reverse the problem of secular economic decline. There is, 
however, an urgent need to provide these authorities with responsible policy advice. IMF 
membership, which Canada supports, would give these countries two important benefits: 
first, it would give them access to the expertise of the Fund staff in the design and 
implementation of economic policies; and second, it would make Fund financial resources 
available to assist in the transition process. Fund advice is particularly important for these 


countries given the enormous problems that confront the authorities. 


The most pressing problem is a severe contraction of economic activity: 
some estimate that the level of economic activity declined by as much as 20 per cent 
during 1991. The outlook for this year is for a further output decline unless corrective 
action is taken. In the view of most observers, the cause of this economic collapse can be 
traced to earlier reform efforts, which weakened the forces of the central planning system, 
but did not foster the development of market forces. As a consequence, there was no 


system governing the allocation of resources. 


The Russian government implemented a broad programme of economic 
reform in early 1992 in an attempt to reverse the economic decline. The initial phase of 


Russian economic reforms consists of: 


the liberalization of most prices, and a three- to five-fold increase in prices 
of goods kept under administrative control; 


trade and exchange rate reforms, including the introduction of a dual 
exchange rate system; and 


decrees calling for the privatization of state enterprises, shops, and 
agricultural land have also been issued. 


Prices have increased significantly as a consequence of the liberalization, and 
there has been a predictable public backlash against the reforms. The ultimate success of 
the reforms depends crucially on the ability of the Russian government to stabilize the 
internal and external value of the rouble. This is contingent on the resolve of the 


government to restrain money creation and to impose fiscal discipline. 


Purpose and Functions of the EBRD 


The primary purpose of the EBRD is to foster the transition towards 
democracy and open market-oriented economies, and to promote private and enterpreneurial 
initiative in the countries of central and eastern Europe. The Bank’s mandate gives it a 
particular concern for the promotion of democratic institutions and human rights in its 


countries of operations. 


Its function is to lend and invest exclusively for projects and investment 
programmes in its countries of operations. The Bank is a unique combination of merchant 
bank and development bank. Its Charter stipulates that not less than 60 per cent of its 
financing will be directed either to private sector enterprises or to state-owned enterprises 
implementing a programme to achieve private ownership and control. However, there is a 
grace period of two years, 1.e. unt] April 15, 1993, for the Bank to comply with this 60 
per cent limit. The purpose of the grace period is to permit the Bank to support at the 


outset public sector infrastructure projects designed to assist private sector development. 


There are two operations departments at the EBRD: Merchant Banking; and 
Development Banking. The Merchant Banking group is responsible for the financing of 
private or "privatizable" enterprises in the competitive sector. The Development Banking 


section focusses on physical and financial public infrastructure projects. 


Environmental Concerns 


The Bank is directed by its Agreement to promote, in the full range of its 
activities, environmentally sound and sustainable development. This is the first time that 
an international financial institution has been given, in its founding charter, a clear and 
proactive mandate on environmental protection and restoration. Each Bank project is 
screened at an early stage by environmental staff to determine the level of environmental 


information required. 


Human Rights Issues 


The Bank monitors progress toward multiparty democracy in each of its 
countries of operations to ensure that they adhere to the Bank’s mandate and.seek to 
encourage civil and political rights (e.g. right to life and physical integrity, freedom from 
arbitrary arrest and detention, freedom of thought, expression and association, right to 
participate in politics and respect for election results, freedom of religion and from 
discrimination, right to form and join trade unions and to strike) as well as economic rights 
such as right to private property, which are essential to the full development of multiparty 
democracy and pluralism. If a country of operations implements policies inconsistent with 
the Bank’s mandate, the Bank may postpone, restrict or suspend some or all of its 
operations. For instance, because of the worsening civil conflict since the independence 
declarations of the republics of Slovenia and Croatia in June 1991, the EBRD Board of 
Directors decided to restrict Bank activities to transactions with those parties in Yugoslavia 


contributing to the resolution of the conflict by peaceful means and procedures. 


EBRD RESOURCES 


The activities of the Bank are divided into ordinary operations and special 


operations, depending on the source of funding: 
(i) Ordinary Capital Resources 


The authorized capital of the Bank is ECU 10 billion (approximately US13 
billion), divided into 1 million shares. The authorized capital is comprised of paid-in 
shares and callable capital in the proportion of three to seven. The callable capital of ECU 


6.9 billion is subject to call only if it is required to meet the Bank’s liabilities. 


Of the EBRD’s authorized capital, ECU 3.0 billion or 30 per cent is to be 
paid by shareholders in hard currency in equal annual installments over five years, half in 
promissory notes and half in cash. At the end of 1991, out of the ECU 9.85 billion 
subscribed capital of the Bank, ECU 591.2 million had already been paid-in. The 


remaining ECU 2.36 billion will be paid within the next four years. 
(ii) Borrowings 


On June 18, 1991, Standard & Poor’s, an international bond rating agency, 
assigned a AAA long-term and A-1+ short-term ratings to the EBRD debt issues, reflecting 
the Bank’s high capital ratio. Moody’s rating is also AAA. On September 4, 1991, the 
Board of Directors authorized a global borrowing programme equivalent to ECU 800 
million until December 31, 1992. Subsequent to Directors’s authorization, the Bank 


successfully launched its first long-term borrowing of ECU 500 million. 
(iii) Technical Assistance and Cooperation Funds 


Cooperation Funds are grants from bilateral donors provided for technical 
assistance activities, administered by the Bank, for the preparation, financing and 
implementation of projects. As of December 31, 1991, the Bank had entered into eleven 
bilateral agreements for an agyregate amount of approximately ECU 68 million. At the 
end of 1991, Canada had not concluded its negotiations with the Bank on an intended 


contribution of C$1 million to the Bank’s Technical Cooperation Fund. 


Loans and Equity Investments 


Between the inauguration of the Bank in April 1991 and the end of the year, 
the Board of Directors approved fourteen projects for investment in the Bank’s countries of 
operations. The total amount committed in loans and equity investments was ECU 427.5 
million (approximately US$570 million), i.e. 11 loans amounting to ECU 393.7 million and 
3 equity investments totalling ECU 33.8 million. Some projects were geared towards 
improving infrastructure such as in the field of telecommunications and energy. There 
were three equity financings for direct investments in private enterprises. Attached is a 


table detailing the financing approved in 1991. 


Due to the fact that most of the loans were approved in the latter part of the 
year, only three loans have been signed. Since no disbursements had been made, there 


were no outstanding loans at the end of 1991. 


In addtion to ordinary resources, the Bank approved, in 1991, total 
commitments of ECU 8.5. million funded from bilateral cooperation funds for activities in 


the environment related operations, financial sector, and the field of privatization. 


Canada and the EBRD 


Canadian Representation on EBRD Executive Boards 


Mr. Don Mazankowski, Deputy Prime Minister and Minister of Finance, is 
the Canadian Governor and Mr. Reid Morden, the Under Secretary of State for External 
Affairs, is the Alternate Governor. Mr. Don McCutchan is the Canadian Director and Mr. 


Robert Mackenzie is the Alternate Director. Mr. McCutchan also serves as Director for 
Morocco. 


Funds Subscribed and Committed 


Canada’s share of EBRD capital is ECU 340 million or 3.45 percent of the 
Bank’s subscribed capital. Canada paid-in ECU 20.4 million in 1991 and will pay-in the 
remaining ECU 81.6 million over the next four years, leaving ECU 238 million subject to 
call. 


Canadian Goods and Services for Projects Financed by the EBRD 


No disbursements were made on loans or equity financings approved by the 
Bank in 1991. Therefore, it is not possible to report on Canada’s performance with respect 
to its share of EBRD disbursements. This is also true for Canada’s share of international 
contracts financed by the EBRD, because no such contracts had been awarded due to the 


fact that only three loans had been signed in the latter part of the year. 


Canadian Personnel 


There were 8 Canadian nationals on the staff of the EBRD at the end of 
1991; all 8 were in professional positions. In addition, 1 Canadian is employed, on 
contract, as a consultant. Canadians accounted for about 4.4 per cent of the Bank’s 


professional staff in 1991. 


EBRD - LOAN APPROVALS IN 1991 


IN ECU * 


EQUIVALENT 
INVECU > 


(Million) 
Mee ee a een ren 
APPROVAL COUNTRY PROJECT FINANCING 
June 25 Poland Bank of Poznan (WBK) (heat supply project) US$ 50.00 
Sep. 24 Hungary Petofi Nyomba Rt. (packaging co.) DM 10.00 
Sep. 24 Regional NMB/EBRD Central Europe Agency Line US$ 40.00 
Nov. 26 Poland Polska Telefonia Komorkowa (cellular phones) US$ 60.00 
Nov. 26 Poland © LODOM (cold storage facility) US$ 2.20 
Nov. 26 USSR Enhanced Digital Network (EDN) US$ 6.50 
Nov. 26 USSR Parker Siberia (drilling rigs) US$ 12.45 
Dec. 18 Romania Rom Telecom (expansion of telephone networks) ECU 142.00 
Dec. 18 Hungary Hungarian Telecommunications Company DM 185.00 
Dec. 18 Romania GEC Alsthom-IMGB (power generation equipment) ECU 23.00 
Dec. 18 Poland IBG Food Processing DM 10.70 

TOTAL 
EBRD - EQUITY INVESTMENTS APPROVED IN 1991 
(Million) 
OTE OF NUT OF EQUIVALENT 
APPROVAL COUNTRY EQUITY INVESTMENTS FINANCING 
Sep. 24 CSFR Czechoslovakia Investment Corporation Inc. US$ 10.00 
Dec. 18- CSFR Investment in Cokoladovny (food manufacturer) CKr 975.00 
Dec. 18 Hungary Investment in Microsystem Rt (computer co.) iss 3.00 


* Exchange rates as of December 31, 1991. 
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|. Introductory Note 


In conformity with Article 7 of the European Bank for Reconstruction 
and Development (EBRD) Agreement Act, this report reviews the operations during 
1992 of the EBRD. Canadian participation in this institution was authorized under 
the EBRD Agreement Act, passed by the House of Commons on January 21, 1991. 


Headquarted in London, the EBRD is the newest multilateral 
development bank. The EBRD is designed to further economic development and 
social progress among the former Communist countries of central and eastern 
Europe’. As stated in its Articles of Agreement, the main purpose of the EBRD is 
to foster the transition towards open market-oriented economies and to promote 
private and entrepreneurial initiative in the central and eastern European countries 
committed to and applying the principles of multiparty democracy, pluralism and 
market economics. 


The EBRD functions as a development bank, much in the same way 
that the World Bank and other regional development banks serve their respective 
borrowing regions. However, the EBRD is distinctive in three areas from these 
banks. The first characteristic is the Bank’s overriding focus on the private sector. 
lts Charter stipulates that not less than 60 per cent of its financing will be directed 
either to: private sector enterprises; or to state-owned enterprises implementing a 
programme to achieve private ownership and control. Secondly, the Bank's 
mandate gives it a particular concern for the promotion of democratic institutions 
and human rights in its countries of operations. Finally, a third characteristic to the 
EBRD is its commitment to environmental protection and restoration. 


The Bank provides loans, equity investment and debt guarantees. The 
activities of the EBRD are divided into ordinary and special operations, depending 
on the source of funding. Ordinary operations are those financed from the ordinary 
Capital resources of the Bank which comprise the Bank’s subscribed capital, its 
borrowings, income from ordinary loans and investments. Special operations are 
those financed from Special Funds, which are funds accepted by the Bank for 
inclusion in a Special Fund, e.g. technical assistance. On June 25, 1991, the 
EBRD Board of Directors approved its first loan. On September 25, 1991, the 
Bank issued its first bond of ECU 500 million’. 


Detailed information on the EBRD can be found in its 1991 Annual 
Report. The 1992 Annual Report is expected to be released, in London, at the 
next Annual Meeting of the Governors of the Bank, April 26-27, 1993. 


References to central and eastern Europe in this Report also include countries of the former USSR. 


Figures in this Report are expressed in terms of European Currency Units (ECUs), the unit of account for all 
EBRD transactions. The ECU is a composite currency, consisting of the fixed amounts of the currencies of the 
twelve member states of the European Economic Community (EEC). At the end of 1992 the value of the ECU 
was US$1.2109. During 1992, the value of the ECU varied between US$1.207 and US$1.4557, and averaged 
US$1.296. 
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ll. Review of the Region of Operations 


Economic Developments in Central and Eastern Europe 


Eastern Europe 


The countries of eastern Europe have made significant progress 
towards market-based reforms. Most countries implemented stabilization 
programmes in 1991 with the exception of Poland, which introduced reforms a year 
earlier. The authorities have, for the most part, adhered to the austerity measures 
outlined in these programmes. As a result, many of the adverse effects of central 
planning have been reversed through price and trade liberalization, monetary and 
fiscal restraint, and structural reforms. Although output fell in all countries in 1992, 
prospects for Poland, Hungary, and the former Czech and Slovak Federal Republic 
(CSFR) look more promising in 1993 because of growing private sectors. On the 
other hand, Bulgaria and Romania experienced large output declines in 1991 and 
1992 which were more than 10 per cent below initial projections. The process of 
reform has been longer and more severe than expected, resulting in political turmoil 
and social unrest. Nevertheless, there is evidence that reform policies are 
establishing the basis for a market economy throughout eastern Europe although 
more needs to be done in each country. 


Several indicators suggest that the macroeconomic stabilization policies 
are beginning to take effect in certain countries. Annual inflation for 1992 was 10 
per cent in the former CSFR, 20 per cent in Hungary, and 47 per cent in Poland. 
This compares to 90 and 200 per cent in Bulgaria and Romania. These rates are 
below 1991 levels, and are expected to fall in 1993 in all countries, except the 
former CSFR. Although the CSFR was the most successful in stabilizing prices, its 
recent dissolution may have a destabilizing effect on prices: inflation is expected to 
increase to 20 per cent by end-1993. The disparities among inflation rates in the 
east European countries reflect differences in both monetary policy and initial 
conditions. In Romania, monetary policy was more lax because of the monetization 
of inter-enterprise arrears. In contrast, Poland and Hungary adhered to monetary 
targets which has resulted in significant containment of inflationary expectations, 
especially in Poland where average annual inflation reached 600 per cent in 1990. 


The containment of inflation has enabled the countries of eastern 
Europe to liberalize their external sectors. Poland, Hungary and the former CSFR 
have made their currencies convertible for current account transactions by steep 
devaluations. Although the Bulgarian and Romanian currencies are not yet 
convertible, official exchange rates are determined in a local inter-bank market so 
that they at least reflect market forces. Recent reports indicate that trade deficits 
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are narrowing and, in some cases, surpluses have been recorded after the 
introduction of market prices in 1991. This reflects the competitive effects of 
devaluation and the reorientation of trade to the West after the collapse of the 
Council of Mutual Economic Assistance (CMEA) in 1991. 


The initial stages of macroeconomic stabilization in most countries 
were marked by a commitment not only to monetary restraint but also to fiscal 
restraint. Fiscal consolidation has shown signs of weakening in the past year, 
reflecting the economic hardships associated with the transition to a market 
economy and the larger-than-expected contraction of output. Poland and Hungary 
report fiscal deficits of 8 and 10 per cent of GDP, exceeding deficit targets of 5 per 
cent. 


Despite the difficulties meeting fiscal targets, east European countries 
introduced structural reforms which have created an environment conducive to 
private sector growth. (Poland, which as noted above began its reform process a 
year before the others, reported that industrial production grew 8 per cent in 1992.) 
The pace and method of privatization have varied from country to country. The 
former CSFR introduced a voucher scheme of privatization in 1992 which 
transferred ownership of large enterprises to the general public. In Hungary, 
privatization was controlled by a government agency which was responsible for 
selling off large firms to private buyers. Romania has also implemented a new 
programme to eliminate inter-enterprise arrears which nets out arrears accumulated 
between enterprises. This should promote the privatization of state enterprises. © 
Legislation on privatization programmes has been postponed in Poland and Bulgaria 
because of political uncertainty. In Poland, most privatization has occurred 
haphazardly through the sale. of firms that are no longer profitable. 


Eastern Europe should be commended on its efforts to pursue 
macroeconomic stabilization policies, particularly in Poland, Hungary, and the former 
CSFR. Bulgaria and Romania need to continue further with austerity measures to 
contain inflation and remove macroeconomic imbalances. The progress made so 
far does not suggest, however, that the transition to a market-based economy is 
complete. East European countries must persevere with macro-economic 
stabilization programmes and with structural reform. In this regard, the daunting 
task of de-monopolizing large state enterprises has not yet been fully implemented, 
so that private sector activity Consists almost exclusively of small- and medium- 
sized firms. This will assist financial sector reforms which have thus far been 
stalled because of the difficulties of removing "bad loans" from bank balance 
sheets. 


4 
Russia and the Rest of the Former Soviet Union 


Progress with economic stabilization and reform has been slower in 
Russia and the other former Soviet republics, despite a good start in early 1992. In 
January 1992, most prices were freed throughout the former Soviet Union. In 
Russia, this was followed during the first half of the year by the maintenance of 
relatively restrictive macroeconomic policies, extensive trade liberalization, and the 
unification of exchange markets. This led to a period of monetary stability. The 
monthly inflation rate was reduced to under 10 per cent by mid-summer, the value 
of the ruble stabilized, and barter and black market activity fell markedly. By 
August, Russian authorities had signed a first credit tranche agreement with the 
IMF. Furthermore, the mostly unmeasured growth of private sector activity and the 
positive supply response associated with price liberalization partially offset the sharp 
fall in heavy industrial output throughout 1992. Private sector growth was, 
nevertheless, limited by slow progress with privatization and the hoarding of human 
resources and material inputs by state enterprises. 


The pace of market-based economic reforms stalled, in some cases 
was reversed, in the second half of 1992, however. A political stalemate between 
the reformist government of President Yeltsin and conservative deputies in the 
Russian parliament over the nature of reforms led to serious policy slippages. 
Under mounting pressures, the Russian government granted concessions to their 
opponents in the form of massive subsidies to state enterprises. This led to a 
sharp deterioration of fiscal balances, and sustained the production of money-losing 
enterprises and the subsequent stockpiling of unwanted goods. Moreover; the 
change of Chairmanship at the Russian Central Bank (in July of 1992) marked a 
return to "loose" monetary policy. The new Chairman attempted to stimulate 
industrial production with rapid monetary growth. The resulting explosion in 
monetary growth accelerated monthly inflation to near hyperinflationary rates, sent 
the ruble into free-fall, and led to widespread capital flight. Consequently, the 
macroeconomic performance targets set out in the IMF agreement were missed by 
a wide margin. While the Russian authorities endorsed another broad-based 
Stabilization programme in early 1993, the course of economic reform will depend, 
in large part, on the resolution of the ongoing political deadlock. It is noteworthy, 
however, that even with a broadly-based stabilization programme in place, the 


transition process -- by virtue of its scale and complexity, will likely take decades to 
complete. 


Both the Ukraine and Belarus lag far behind Russia in the transition 
towards a market economy. The process of economic reform and stabilization has 
barely begun in the Ukraine and Belarus, but economic prospects are far more 
bleak in Ukraine. The country has experienced more severe economic dislocation 
and instability than in Russia. Although Ukraine’s abundant supplies of natural 
resources (particularly minerals) and agricultural products sustained a higher level of 
consumption than in other former-Soviet republics, a lack of progress with structural 
reforms and lax macroeconomic policies throughout 1992 exacerbated the 
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contraction of economic activity associated with the demise of central planning. By 
the end of the third quarter of 1992, monthly inflation had accelerated to 
hyperinflationary rates and the budget deficit had soared to a staggering 44 per 
cent of GDP. As a result, the value of the country’s interim currency, the 
karbovenet, plummeted against the ruble, as well as against hard currencies. 


The economic outlook is also bleak for Moldova, which has suffered 
from the recent escalation in hostilities in the Trans-Dniester region and the 
concomitant severe disruption of domestic economic activity. 


Given their paucity of energy resources and the recent move to world 
prices for their energy imports, the Baltic states have suffered from relatively large 
adverse movements in their terms of trade -- that is, changes in the prices received 
on exports relative to prices paid on imports. The IMF estimates that regional 
output in the Baltics fell by 25-28 per cent in 1992. Progress with macroeconomic 
Stabilization-and structural reforms is encouraging, however. Each of the Baltic 
states have managed to maintain relatively tight monetary and fiscal policies. As a 
result, all of the Baltic states have introduced their own national currencies. 
Moreover, the exchange values of the Baltic currencies -- particularly the Estonian 
kroon, which is pegged to the deutsche mark -- have risen sharply against the ruble 
since their introduction. Lithuania and Estonia have also made SS progress 
with privatization. 


Economic prospects are bleak in the southern Caucasus republics of 
Armenia, Azerbaijan, and Georgia. In addition to adjusting to large terms of trade 
shocks associated with price liberalization and the breakdown of the former-Soviet 
payments system, each republic has suffered from an escalation of regional — 
hostilities. The iMF estimates that regional output declined by at least 35 per cent 
in 1992. Macroeconomic policies, which were relatively tight in the first half of 
1992, have been eased. In response to monetary developments in Russia and 
Ukraine, both Georgia and Azerbaijan have made plans to introduce their own 
national currencies. With the exception of Armenia, which has privatized more than 
90 per cent of farmland, the pace of structural reforms in the Caucasus has been 
far slower than in Russia. 


The five Central Asian states also lag far behind Russia in the 
implementation of fundamental structural reforms. Although monetary and fiscal 
policies have remained tight in most of the Central Asian states throughout 1992, 
prices in many of these republics remain controlled. Furthermore, with the 
exception of Kazakhstan and Kyrghystan, no privatization plans have yet been 
implemented, nor have any institutional reforms been put in place. Several of the 
Central Asian republics, by virtue of their relatively large energy supplies, 
nonetheless experienced a less pronounced fall in their living standards than 
elsewhere in the former Soviet Union. 
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lll. The European Bank for Reconstruction and Development 
(EBRD) 


Objectives and Benefits 


The primary purpose of the EBRD is to foster the transition towards 
democracy and open market-oriented economies, and to promote private and 
entrepreneurial initiative in the countries of central and eastern Europe. The Bank's 
mandate gives it a particular concern for the promotion of democratic institutions 
and human rights in its countries of operations. 


The Bank is a unique combination of merchant bank and development 
bank. Its Charter stipulates that not less than 60 per cent of its financing will be 
directed either to private sector enterprises or to state-owned enterprises 
implementing a programme to achieve private ownership and control. However, 
there is a grace period of two years, i.e. until April 15, 1993, for the Bank to 
comply with this 60 per cent limit. The purpose of the grace period is to permit the 
Bank to support, at the outset, public sector infrastructure projects designed to 
assist private sector development, recognizing that it would be difficult to identify 
bankable private sector projects in the first few years. 


The Bank offers a full range of funding on a market, rather than on a 
subsidized or concessionary, basis including: 


- Loans with a maximum maturity of ten years for commercial 
enterprises and of fifteen years for public infrastructure projects; 


- Equity; and 


- Guarantees and underwriting. (However, the Bank does not issue 
guarantees for export credits nor undertake insurance activities.) 


There are two operations departments at the EBRD: Merchant Banking 
and Development Banking. The Merchant Banking group is responsible for the 
financing of private or "privatizable" enterprises in the competitive sector. The 
Development Banking section focuses on physical and financial public infrastructure 
projects. Other Bank units support the operations departments. For instance, the 
political unit keeps abreast of political events in the countries of operations, and 
works in close collaboration with the operations departments on the implementation 
of the political aspects of the Bank’s mandate. 


. In carrying Out its functions, the Bank works in close cooperation with 
all of its members and international organizations, such as the International 
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Monetary Fund (IMF), the World Bank Group, the Organisation for Economic Co- 
operation and Development (OECD), the European Commission, the European 
Investment Bank and United Nations (UN) agencies and bodies. 


Canada benefits from its participation in the EBRD, a growing actor in 
private sector development in a region dominated for decades by inefficient state 
ownership. In addition to participating as a promoter of private sector development, 
human rights and multiparty democracy in eastern Europe, Canada’s participation in 
the Bank gives it a say in policy decisions affecting the region. 


The progressive transition towards open market-oriented economies in 
eastern Europe will result in a healthier global economy. Global trading 
opportunities are therefore expected to increase over time, and the Bank is 
expected to play a useful role in helping Canadian firms penetrate new markets. 


Environmental Concerns 


The Bank is directed by its Articles of Agreement to promote, in the | 
full range of its activities, environmentally sound and sustainable development. 
Environmental concerns are integrated into all stages of the Bank’s project 
preparation and approval process. Many of the Bank’s activities incorporate 
projects with a specific environmental focus. The total amount of money involved in 
all Bank infrastructure investments either approved, or at an advanced stage of 
preparation, that would result in environmental improvements is more than ECU 1.3 
billion, of which the Bank intends to finance about ECU 500 million. 


The sum of technical cooperation resources contributed by non- 
borrowing member countries and managed by the Bank that are devoted to 
environmental activities is about ECU 20 million. In part, these resources are 
focused on the preparation of specific environmental projects. These funds also 
support a major project to address the issues raised by the harmonisation of 
environmental standards and legislation between western and eastern Europe. This 
will result in: an investor's guide to the status of emission and products standards; 
a guide to environmental product standards affecting trade; and strategic analyses 
of the implications of harmonisation in economic and institutional terms. 


Multiparty Democracy and Pluralism 


The Bank monitors progress toward multiparty democracy in each of 
its countries of operation to ensure that they adhere to the Bank’s mandate and 
seek to encourage civil and political rights as well as economic rights. Political 
rights include, inter alia, the right to life and physical integrity, freedom from 
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arbitrary arrest and detention, freedom of thought, expression and association, the 
right to participate in politics and respect for election results. If a country of 
operation implements policies inconsistent with the Bank's mandate, the Bank may 
postpone, restrict or suspend some or all of its operations. For instance, due to 
the conflict in the former Yugoslavia since the independence declarations of the 
republics of Slovenia and Croatia in June 1991, no financing transactions in the 
former Yugoslavia had been approved by the EBRD Board of Directors as of 
December 31, 1992. 


EBRD Resources 


The activities of the Bank are divided into ordinary operations and 
special operations, depending on the source of funding: 


(i) Ordinary Capital Resources 


The authorized capital of the Bank is ECU 10 billion (approximately 
US$12 billion), divided into 1 million shares. Nearly all of the authorized capital has 
been subscribed (see Table 1). The authorized capital is comprised of paid-in 
shares and callable capital in the proportion of three to seven. The callable capital 
of ECU 7 billion is subject to call only if it is required to meet the Bank’s liabilities, 
which are largely in the form of bonds. . 


Of the EBRD’s authorized capital, ECU 3.0 billion or 30 per cent is to 
be paid by shareholders in hard currency in equal annual instalments over five 
years, half in promissory notes and half in cash. At the end of 1992, out of the 
ECU 9.88 billion subscribed capital of the Bank, ECU 1.2 billion had already been 
paid-in. The remaining ECU 1.8 billion will be paid within the next three years. 


(ii) Borrowings 


In March 1992, the Board of Directors approved a borrowing program 
of ECU 900 million for the year, and the Bank borrowed ECU 865 million equivalent 
in 13 transactions. Total outstanding borrowings by the Bank at year-end 1992 
amounted to ECU 1.365 billion with an average maturity of 6.2 years at an average 
cost of LIBOR minus 34.2 basis points. Standard & Poor's, an international bond 
rating agency, has assigned a AAA long-term and A-1+ short-term ratings to the 


EBRD debt issues, reflecting the Bank’s high capital ratio. Moody’s rating is also 
AAA. , 
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(iii) | Technical Assistance and Cooperation Funds 


Cooperation Funds are grants from bilateral donors provided for 
technical assistance activities, administered by the Bank, for the preparation, 
financing and implementation of projects. During the year, the Bank signed 15 
additional Cooperation Fund Agreements with bilateral donors, including Canada’s 
contribution of C$1 million to the Bank’s Technical Cooperation Fund. Moreover, 5 
bilateral funds were replenished in 1992. As of December 31, 1992, the Bank had 
entered into 26 bilateral agreements for an aggregate amount of approximately ECU 


101.9 million. 


Loans and Equity Investments 


During 1992, the Board of Directors approved 55 projects for 
investment in the Bank’s countries of operation, bringing the total number of 
projects approved since the inauguration of the Bank to 71. The total amount 
committed in loans and equity investments was ECU 1.23 billion (approximately 
US$1.48 billion), i.e. 41 loans amounting to ECU 1,059.0 million, 12 equity 
investments totalling ECU 126 million, and 2 agency lines amounting to ECU 41.4 
million. Some projects were geared towards improving infrastructure such as in the 
fields of telecommunications and energy. (See Table 2 which details the 1992 
financing approvals.) 


In 1992, Bank projects were generated from a wide geographical base, 
including from new members. At the end of the year, commitments were distributed 
as follows: Poland 32.9%, Hungary 12.3%, CSFR 12.0%, Russian Federation 9.0%, 
Bulgaria 8.8%, Romania 6.6%, Estonia 3.4%, Lithuania 3.1%, Latvia 2.6%, Belarus 
2.6%, Albania 0.7%, Ukraine 0.3%. A further 5.7% are regional projects. 


At the end of 1992, out of 71 approved financings, 36 transactions 
amounting to ECU 1 billion had been signed, and disbursements of ECU 145.5 
million had been made on 18 financings. 


In addition to the Bank’s ordinary resources, throughout 1991 and 
1992, 260 technical cooperation projects of ECU 79.3 million were approved, of 
which ECU 16 million was actually disbursed. These transactions were funded from 
bilateral cooperation funds for activities in the environment-related operations, 
financial sector, and the field of privatization. 
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IV. Managing Canada’s Interest in the EBRD 


Canadian Representation on EBRD Executive Board 


The highest authority in the Bank is the Board of Governors and each 
member country is represented on it by one Governor and an Alternate Governor. 
Mr. Donald F. Mazankowski, Deputy Prime Minister and Minister of Finance, is the 
Canadian Governor and Mr. Reid Morden, the Under Secretary of State for External 
Affairs, is the Alternate Governor. 


The Board of Directors is responsible for the general operations of the 
Bank and is composed of 23 members. The EBRD Charter requires that 
non-European countries elect 4 Directors. Therefore, Canada, the third largest 
non-European country, after the U.S.A. and Japan, elects its own Director. 
Mr. Don McCutchan is the Canadian Director. He also serves as Director for 
Morocco. In September 1992, Mr. David Horley was appointed to succeed to 
Mr. Robert Mackenzie as Alternate Director. 


Canadian participation in the discussion of issues at the EBRD is 
coordinated by the Department of Finance, in consultation with the Department of 
External Affairs and International Trade Canada. The International Trade and 
Finance Branch of the Department of Finance conducts analysis of policy papers 
and lending programs to ensure that the EBRD activities and operations are 
consistent with its mandate and directed toward the effective use of its resources. 
In addition to this report to Parliament, reporting to Parliament also occurs though 
appearances by Departmental officials before Parliamentary committees. 


Highlights in 1992 


The key issues at the EBRD in 1992 included: (i) the large expansion 
in membership resulting from the dissolution of two founding members, the USSR 
and Yugoslavia; (ii) the minimum private sector lending requirement; and (iii) the 
- Special Restructuring Programme. 


Membership expansion. During 1992, the Bank welcomed 16 new members, all 
being countries in which it operates, raising the total number of members to 56. 
Estonia, Latvia and Lithuania, whose membership in the Bank was approved by the 


Board of Governors during 1991, completed the procedures to make their 
membership effective. 


| Following the dissolution of the former Soviet Union, Governors 
decided that the shares previously held by the USSR be divided among its twelve 
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successor states, and that up to 40 per cent of the Bank’s resources could be 
committed to these countries. By the end of 1992, all twelve countries had 
completed the procedures to make their membership in the Bank effective. 


In October, Governors decided that the 12,800 shares previously held 
by Yugoslavia be divided among its successor states, and admitted Slovenia to 
membership in the Bank. 


At the end of 1992, the Czech and Slovak Federal Republic (CSFR) 
ceased to exist, and was succeeded by the Czech Republic and the Slovak 
Republic. Therefore, Directors agreed to recommend to Governors, in 1993, the 
admission of these two states. 


The minimum private sector lending requirement. The Bank’s Articles of 
Agreement require that a minimum of 60 per cent of the Bank’s financing be 
provided to the private sector. However, there is a grace period of two years, i.e. 
until April 15, 1993, after which Bank commitments, taken as a whole, must comply 
with the 60 per cent requirement. In spite of the private sector mandate of the 
Bank, a strong bias has developed towards public-sector loans since the Bank’s 
inception in April 1991. Directors have been monitoring developments in this area. 
In this respect, they approved in 1992 a methodology for the application of the 
portfolio ratio on private and public sector activities. 


The Special Restructuring Programme (SRP). The EBRD President released, at 
the First Annual Meeting of the EBRD Board of Governors (held in Budapest on 
April 13-14, 1992), a proposal for an ECU 1.5 billion Special Restructuring 
Programme (SRP) to finance and implement major industrial restructuring and 
military Conversion projects in the Bank’s borrowing countries. This proposal has 
been discussed and modified over the course of the year to focus on a 19993 pilot 
program of private sector development and privatization within the framework of the 
existing EBRD facilities and programs. 


Funds Subscribed and Committed 


Canada’s share of EBRD capital is 3.44 percent of the subscribed 
Capital. Canada has subscribed to 34,000 shares valued at ECU 340 million 
(equivalent to US$396,783,400.00 at the agreed exchange rate of ECU 1 to 
US$1.16701) of which 30 percent of the subscribed capital, i.e. US$119,035,020.00, 
is to be paid in over a five-year period, starting in 1991, leaving ECU 238 million 
subject to call. 
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The first instalment of US$23,807,004 was made in 1991. The second 
instalment of US$23,807,004 was made on May 27, 1992: half in the form of a 
cheque in the amount of US$11,903,502.00 (equivalent to C$14,317,532.21); and 
half in the form of a note in the amount of US$11,903,502. Following the Directors’ 
decision, made on November 25, 1991, regarding the encashment of future notes, 
only one-third of the last note payment, i.e. US$3,967,834.00 (then equivalent to 
C$4,725,690.29), was encashed on June 15, 1992. 


In addition to its subscription to the Bank’s capital, Canada established 
on January 24, 1992, a C$1 million Canadian Technical Cooperation Fund (CTCF) 
within the Bank. The main objective of this Fund is to hire Canadian citizens to act 
as consultants to the Bank for the undertaking of technical assistance, training and 
advisory services. The administration of the CTCF is done in consultation with 
Canada’s Task Force on Central and Eastern Europe. Two operations amounting 
to C$460,000 were funded from this Fund during 1992. 


EBRD Financing Benefitting Canadian Firms 


In addition to our objective to assist in the development of a strong 
private sector in central and eastern European countries through the implementation 
of specific merchant and development banking projects, Canada’s participation in 
the EBRD is expected to stimulate interest in the business community to pursue 
financing opportunities with the Bank. It is also expected that it will stimulate the 
interaction between the Canadian private sector and those private sectors emerging 
in the region. 


Mr. Ronald Freeman, EBRD First Vice President (Merchant Banking), 
visited Canada in March 1992 to meet with businesspeople active in eastern and 
central Europe. He made stops in Calgary, Toronto, Ottawa and Montreal. At the 
time of his visit, there was only one project in the Bank’s pipeline benefitting a 
Canadian firm. Since his visit, other Canadian projects have been added to the 
pipeline, and three having been approved during 1992. 


The first Canadian application in the EBRD pipeline was a project 
pursued by Sefri Construction International (Toronto) involving the US$150 million 
renovation of the existing Grand Royal Hotel in Budapest into a modern 
hotel/office/retail/parking complex. The Compagnie Générale de Batiment et de 
Construction (CBC) of France is co-sponsor of the project. EBRD financing 
(approximately US$40 million) was approved on June 9, 1992. The International 


Finance Corporation (IFC) approved on June 4, 1992 US$59.75 million to co-finance 
the project. 
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On November 17th, Directors authorized a loan of up to US$10 million 
to Samotlor Pan-Canadian Fracmaster Services as part of a US$79 million project 
to enhance recovery from oil wells in the western Siberian region of the Russian 
Federation. This was the first project in the oil and gas sector and the second 
EBRD loan to a Canadian company. On December 16, Directors approved a loan 
of up to US$20.0 million to Vasyugan Services, a joint venture between Canadian 
Fracmaster and two oil production associations, to finance the purchase of oil field 
equipment and supplies to enhance oil recovery from wells in the Tomsk region of 
Siberia. This was the second Bank project in the oil and gas sector and the third 
EBRD loan to a Canadian company. 


Canadian Personnel 


There were 21 Canadian nationals on the staff of the EBRD at the 
end of 1992, i.e. 5.2 per cent of the 388 professional positions. All of the 
Canadian nationals but 4 were in the more senior banking and managerial levels. 
Canadians accounted for about 5.5 per cent of staff in senior positions, and 4.4 per 
cent in other professional levels in 1992, compared with our shareholding of 3.4 per 
cent. 
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V. Conclusion 


Western assistance is essential to ensure the success of the overall 
reform exercise undertaken by eastern and central European countries to move 
towards market-oriented economies. Private, market-related resource flows are the 
key to sustainable progress. Almost two years after the inauguration of the Bank, 
developments occurring in the region have clearly demonstrated the need for this 
institution. Canada’s economic, financial and political relations with the region are 
complemented and enhanced by association with the EBRD which plays an 
essential role in assisting these economies during their difficult transition period. 


The speed at which the Bank has progressed operationally since the 
start of its operations in April 1991 is commendable. Less than three months from 
the opening of the Bank to the first transaction is clearly impressive. Moreover, the 
Bank has mobilized some ECU 102 million for its technical assistance activities to 
assist recipient Countries in their transition towards market-oriented economies. 
Canada was particularly pleased to associate itself to this important function in 
establishing a C$1 million Canadian Technical Co-operation Fund administered by 
the Bank. 


The objectives Canada established regarding its membership in the 
Bank were as follows: 


- To support the commitment of central and eastern European countries 
to multiparty democracy, the rule of law, respect for human rights and 
market economics; 


- To foster the transition toward open, market-oriented economies and 
private initiative in central and eastern European countries; and 


- To promote the economic progress of these countries and to help 
them become more internationally competitive. 


Results from the first 20 months of operations provide every indication that the 
Bank is fulfilling expectations and that Canada’s objectives are being met. 
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Table 1: Statement of Capital Subscriptions 
(ECU million) 


Callable Paid-in Total 
Capital Capital Capital 

Recipient Countries ' 861 369 1,230 

G-7 Countries 

Canada 238 102 340 
France 596 256 852 
Germany 596 256 852 

Italy 596 256 852 
Japan 596 256 852 
United Kingdom 596 256 ey 
United States © 700 300 1,000 

G-7 countries Total 3,919 1,680 5,599 
Other Non-Recipient Countries 2,319 916 3,055 
Non-allocated shares 81 35 116 
Total 7,000 3,000 10,000 


"Shares initially subscribed by the USSR and Yugoslavia are reserved for 
successor states of these countries. At the end of 1992, there were 4,400 shares 
and 12,700 shares potentially available for countries previously forming part of the 
former USSR and Yugoslavia, respectively. 
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Table 2: LIST OF PROJECTS APPROVED BY THE BOARD OF DIRECTORS IN 1992 


Country Date approved Project 


Poland 27 January National Bank of Poland 
Loan to help finance the design, development, 
construction and operation of the NBP Banking centre 
in central Warsaw 


Poland 27 January National Bank of Poland 
Equity to help finance the design, development, 
construction and operation of the NBP Banking centre 
in central Warsaw 


Hungary 14 February Raba/General Motors 
Partial financing of the installation of an advanced 
engine manufacturing and car assembly plant 


CSFR 26 February Ceskoslovenske Aerolinie (CSA) 
Co-finance the company’s fleet replacement and 
modernisation programme 


Bulgaria 24 March Maritza East Ii Power Project 
Finance the completion of the construction of a unit of 
the power plant and help finance desulphurisation unit 


Regional 24 March Société Genéraie/European Bank (CEAL) 
For domestic SMEs in specified countries in which 
Société Générale has branches or affiliates 


Poland 27 April ABB Doimel 
Expansion of a facility producing generators for the 
power generation equipment industry 


Hungary 27 April Fusion Investment Co Ltd 
Development of Burger King restaurants in Hungary 
and the CSFR in joint ventures with local operators 


Poland 27 April Ringnes/PUBREX (BCCB Ltd) 
Joint venture between Norwegian beverage company 
and Polish construction company to develop retail 
distribution network 


Hungary 27 April Westel Radiotelefon KTF 
Expansion of the national mobile cellular 
telecommunications system 


Poland 26 May Polish Private Equity Fund 
To invest in Polish unquoted companies with growth 
potential, particularly SME privatisation and 
restructuring 


Hungary 9 June Grand Hotel Royal 
Finance the design, development, construction and 
operation (through Holiday Inn) of the GHR as a mixed 
hotel, office and retail property 


Loans are calculated at exchange rates current on 31 December 1992. Shares are converted to ECU at exchange raies 


current at the date of approval. 


Type 


Loan 
Shares 


Loan 

Shares 

Loan 

Line of Credit 
Loan | 

Shares 


Loan 


Loan 


Shares 


Loan 


Bank funds approvec 
(ECU million)’ 


27.09 


2.48 


63.92 


20.80 


40.00 


20.75 


5.53 


2.98 


3:91 


8.26 


39.10 


29.15 | 


Country 
Romania 


Hungary 


Hungary 


Hungary 


Poland 


Regional 


Poland 


Romania 
Belarus 
CSFR 
CFSR 
Regional 


Bulgaria 


Romania 


| Ukraine 


_ Bulgaria 


_ Poland 


Date approved 


29 June 


3 July 


3 July 


13 July 


13 July 


13 July 


13 July 


28 July 


28 July 


28 July 


28 July 


28 July 


28 July 
28 July 
28 July 


7 September 


7 September 


aah 
Project 


Petroleum Pilot Modernisation 
To improve oil production operations, lay basis for 
restructuring and modemise R&D 


European Capital Development (ECD) 
To invest in the equity of Hungarian SMEs 


European Corporate Finance (ECP) 


To aid initial capitalisation of an investment bank which 


will provide corporate finance advice 


Budapest Orbital Motorway 
Partial financing of construction of part of the road 
network, and consultancy services 


Poland Housing Project 
Loan to finance residential construction projects by 
private and public developers 


RZB/European Bank (CEAL) 


Warsaw Telecommunications 
To improve the accessibility, efficiency and quality of 
telecom services in the city 


Agribusiness Development Project 

Banca Agricola will make subloans to private sector 
companies with viable investment proposals in 
agribusiness 


Belarus International Telecom 

Digital international communications facilities, overlay 
network for business subscribers in Minsk, and 
modernisation 


Eurotel Bratislava 

Partial financing of the construction of a cellular 
network and public switched packed data network for 
the Slovak Republic 


Eurotel Prague 

Partial financing of the construction of a cellular 
network and public switched packed data network for 
the Czech Republic 


Eurovision Network Expansion 

Partial financing of earth stations in 15 countries 
enabling them to be linked to Eurovision network via 
Satellite 


(A) Eurovision Bulgaria 

(B) Eurovision Romania 

(C) Eurovision Ukraine 

Bulgaria Telecommunications 

Develop the national network by digitalization, line 
renewal and expansion, and short term measures 
Huta Warszawa-Lucchini 


To. finance the modernisation cost of an existing steel 
plant, new equipment and working capital 


Type 


Loan 


Shares 


Shares 


Loan 


Loan 


Line of Credit 


Loan 


Loan 


Loan 


Loan 


Loan 


Loan 


Loan 
Loan 
Loan 


Loan 


Loan 


Bank funds approved 
(ECU million) 


22.71 


3.30 


0.83 


21.00 


55.33 


20.65 


140.39 


57.81 


32.03 


6.61 


9.08 


7.43 


0.83 
0.83 
0.83 


32.00 


30.00 


Country 


Poland 


Poland 


Estonia 


Russia 


Russia 


Hungary 


Russia 


Hungary 


Poland 


Regional 


CSFR 


Latvia 


Russia 


CSFR 


Bulgaria 


Date approved 


11 September 


11 September 


11 September 


11 September 


11 September 


1 October 


12 October 


26 October 


26 October 


17 November 


17 November 


17 November 


17 November 


28 November 


28 November 


wid = 


Project 


Konspol-BIS 
To build and equip a new poultry processing facility 
with an annual production of 20,000 tonnes 


Legler Polonia 

Joint venture between the Italian Legler Group and 
Italian and Polish investors. Loan will finance denim 
and jeanswear production in Lodz 


Estonian Investment Bank 
Established to provide medium and long term financing 
for SMEs in Estonia 


Russian Project Finance Bank 
Initial capital investment to establish a project finance 
bank in Moscow 


St Petersburg Property Development Bank 
Rehabilitation of 3 buildings in the centre of the city to 
provide office and retail space 


Columbian Tiszal Koromgyarto Kft 
Construction, commission and operation of a greenfield 
carbon black facility 


Macomnet 
Partial financing of construction of a fibre-optic network 
using the Metro tunnels 


PCA-Budafok 
To enable producer of recycled paperboard to refurbish 
and upgrade facilities 


Rockwool Poland Sp 
Joint venture company - loan will finance the 
modernisation of the production lines 


New Europe East Fund 
Fund to invest in large enterprises throughout the 
region 


Skoda Automobilova 

To help finance modernisation and expansion of 
manufacturing capacity, production development and 
construction of new plant 


Energy Emergency Project 
Urgent repairs to energy supply facilities, to improve 
supply and end-use efficiencies ' 


Samotior Pan-Canadian 

To purchase oilfield equipment and supplies to 
enhance recovery from existing wells in western 
Siberia 


C2-Cagiva 

Financing the restructuring of an existing motorcycle, 
components and engine manufacturing plant in 
Strakonice 


Bulgarian Transit Road 


Type 


Loan 


Shares 


Shares 


Shares 


Loan 


Loan 


Shares 


Loan 


Loan 


Loan 


Loan 


Loan 


Bank funds approved: 
(ECU million) 


13.21 


12.39 


1.50 


2.56 


7.43 


7.43 


3.30 


5.78 


6.14 


20.64 


102.27 


32.30 


8.26 


8.39 


35.51 


Country 


Estonia 


Lithuania 


Poland 


Poland 


Poland 


Poland 


Russia 


Russia 
Russia 


Ukraine 


Date approved 


28 November 


28 November 


11 December 


11 December 


15 December 


15 December 


15 December 


15 December 


15 December 


15 December 
15 December 


15 December 


Project 


Energy Sector Emergency investment 
Urgent repairs to power and heating supply and 
improve energy efficiency 


Hungarian Foreign Trade Bank 
Funding of medium-term lending in Hungary 


Albania Telecommunications 
Modernisation and expansion of the 
telecommunications system 


Energy Emergency Project 
Urgent repairs to power and heating supply and 
improve energy efficiency 


AmerBank 


To fund investment and loan projects in Polish SMEs 


Prime Food Sp 2.0.0. 
Help finance the construction of a slaughterhouse 
facility and meat production 


Huta Sandomjerz-Plikington 
A joint venture to privatise Poland’s largest sheet glass 
manufacturer and to construct a float glass plant 


Huta Sandomierz-Pilkington 
Chernogorskoye Joint Venture 


Construct oilfield facilities and purchase oilfield 
equipment and supplies to develop existing oilfield in 


westem Siberia 


Vasyugan Services Joint Enterprise 


Russian Privatisation Loan 


Ukraine Fund 


To invest in venture capital projects - SMEs 


Type 
Loan 


Shares 


Loan 
Loan 


Loan 


Loan 
Loan 


Shares 


Loan 


Loan 
Loan 


Shares 


Total: 


Bank funds approved 
(ECU million) 


40.65 


7.67 


8.26 


38.36 


16.52 


7.85 


27.40 


13.80 


33.03 


18.99 
36.17 


2.89 


1,226.33 
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Ly; Introguctory. -NOte 


In conformity with Article 7 of the European Bank for 
Reconstruction and Development (EBRD) Agreement Act, this report 
reviews the operations of the EBRD during 1993. Canadian 
parti¢apation,in this institution was authorized under the EBRD 
Agreement Act, promulgated on BeOLUALyY? Ll ws o os. 


Headquartered in London, the EBRD is the newest 
multilateral development bank. The EBRD is designed to further 
economic development and social progress among the countries of 
Central and Eastern Europe and the former Soviet Union. As 
stated in its Articles of Agreement, the main purpose of the EBRD 
is to foster the transition towards open market-oriented 
economies and to promote private and entrepreneurial initiative 
in those countries committed to the principles of multiparty 
democracy, pluralism and market economics. 


The EBRD is distinct from the other multilateral 
development banks in that it swarimany focus is financing wor tne 
emerging private sectors in the countries of Central and Eastern 
Europe and the former Soviet Union. The Bank provides loans, 
equity investment and debt guarantees. The activa thesyorethe 
FBRD are divided into ordinary and special operations, depending 
on.the source of funding. Ordinary operations are those financed 
from the ordinary capital resources of the Bank which comprise 
the Bank’s subscribed capital, its borrowings, income from 
ordinary loans and investments. Special operations are those 
financed from Special Funds, which provide financing for 
specifically designated purposes, €.9g- technical assistance (the 
Bank has no funds of its own for this purpose). 


Detailed information on the EBRD can be found in its 
Annual Report. The 1993 Annual Report is expected to be 
released, in St Petersburg, at the next Annual Meeting of the 
Governors of the Bank on ROM alo boy eae oh 


II. Review of the Regional Developments 


(1) Economic Reform in Eastern Europe 


Structural Reforms and Privatization of State-Owned Enterprises 


By the endsof 1993, most countries in Centra sand 
Fastern Europe had put in place far-reaching structural reforms 
aimed at establishing the institutions and environment necessary 
for a functioning market economy. These reforms included the 
replacement of the anachronistic tax systems inherited from the 
former regimes with value-added taxes, the introduction of 
bankruptcy laws, the liberalization of most prices and interest 
rates, the abolishment of the system of state orders and 
purchases for enterprises, and the removal of most non-tariff 
barriers to trade and reductions in the average tariff level, the 
elimination of foreign trade monopolies, the unification and 
devaluation of exchange rates, and the establishment of 
unemployment insurance. 


Progress with privatization has been limited. By 1993, 
all countries had passed legislation with the intent to privatize 
the majority of state-owned enterprises. Privatization of small 
firms, primarily: an, the retail and services sectors, was rapid 
and 1s nearly complete. However, only the Czech Republic has 
made inroads in privatizing large-scale enterprises. In the 
Czech Republic the first of two privatization waves was completed 
in "1993 * ‘covering 12300 renterprises. Thevsecond privatization 
wave of 2100 enterprises was also started in 1993, and will be 
completed early in «i994. This will complete the transrerrore oo 
per cent+-of statesproperty:,,Poland also enacted Legquslatzconean 
1993 for rapid privatization of 600 enterprises, Scheduled tor 
implementation in 1994. 


Furthermore, there has been very little progress in 
restructuring large, money-losing enterprises which remain in the 
State sector in most of these countries. Most large state 
enterprises, as well as many newly-privatized enterprises have 
large unserviced debts with commercial banks and significant 
debts with each other. Banks are unwilling to force debtor 
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enterprises into bankruptcy because of their uncertain market 
value, and for fear of initiating a run of bankruptcies of firms 
accounting for a large share of employment and output. 


The large stock "bad loans" in the banking sector and 
burgeoning inter-firm arrears are among the principal remaining 
impediments to economic renewal in eastern Europe. Previous 
attempts to deal with the "bad loan" problem in Poland and the 
Czech Republic, for example, involved broadly-based plans tO Swap 
problem loans for government bonds in order to restructure banks’ 
balance sheets. However, because these plans were not 
complemented by measures to liquidate insolvent firms, a large 
stock problem loans and inter-firm debts quickly reemerged in 
these countries. 


As a result, the role of financial sector reforms in 
the transition to a market economy, particularly those designed 
to foster a comptetitive banking sector and to address the 
underling source of problem assets, will likely emerge as a key 
policy issue over the coming year. 


Progress With Macroeconomic Stabilization 


Substantial progress has been made. in Many Gaotern 
European countries in reducing inflationary pressures. Annual 
inflation persists at 23 per cent in Hungary and 40 per cent in 
Poland, but is not increasing. Although prices increased sharply 
in early 1993 in the Czech Republic due to the introauctsonsor™a 
value-added tax, underlying inflation was reduced to single digit 
rates by year-end. Inflation declined substantially in Bulgaria 
tO p60 per “cent 7 4¢but accelerated in Romania to 21 35eDerncenG. 2.0 
the Slovak Republic, inflation increased from 10 to 30 per cent 
as tar result on eax macroeconomic policies. 


Chronic inflation is fuelled by large fiscal Gerrcres 
which are financed primarily by printing money. After early 
successes in reducing these deficits by ending subsidies to 
enterprises, they reappeared in 1992 and have persisted in 1993 
at between 5 per cent (Hungary and Poland) and 8 per cent 
(Bulgaria) of GDP. The Czech Republic is an exception, having 
eliminated its deficit in 1993 with help from privatization 


revenues. These deficits reflect declining tax revenue, aS the 
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traditional tax base (wage, turnover, and profit taxes on state- 
owned enterprises) shrinks and value-added and personal income 
taxes are introduced, as well as increases in social 
expenditures, mainly unemployment insurance and pensions. 


After cumulative declines in real Gross Domestic 
Product .(GDP) ranging from ‘Ie *to-24 permcenGyi 61090 -92) eal Gp 
increased by 4 per cent in Poland (the fastest growing economy in 
Fastern Europe), by 1 per cent in the Czech Republic, and output 
stabilized in Hungary. Real GDP continued to decline in 
Bulgaria, Romania, and Slovakia im 1993 (atyrates Of .-2, -2.5, 
and -6 per cent respectively), but the decline was less severe 
than in 1992. Improved economic performance in eastern Europe is 
due, in large part, to more stable monetary conditions, and the 
rapid expansion of the small business sector -- made up mostly of 
new private firms. Industrial production, especially in the 
large state-owned or newly privatized sector, remains depressed 
and shows few signs of recovery, except in Romania. 


The unemployment rate increased slightly in all 
countries in 1993, but is stabilizing at between 9 per cent 
(Romania) and 17 per cent (Bulgaria) ©) )Thesexceptionvis the Czech 
Republic, which contain the rate of unemployment at 3 per cent. 
The Czech Republic benefits from a favourable industrial 
Structure (few heavy industries and an even geographical 
distribution, and a relative abundance of industries geared for 
export to Western Europe), rapid employment increases in small 
industrial. firms and in ‘the’ financialeserviceswandsstate 
administration sectors, and employment opportunities in 
neighbouring Austria and Germany. ~ Thelishavmerise cin erate of 
unemployment in most eastern European countries reflects, in 
large part, a transitional (but sharp)® dechinewin ,economic 
activity in the state sector associated with macroeconomic 
Stabilization measures and structural adjustment (privatization, 
and a reallocation of productive resources from heavy industrial 
and military production towards light industry and consumer goods 
productions. 


Deficits are also re-appearing on the current account 
of the balance of payments at about US $2 billion in each country 
in L993; compared with near balance in most countries (except 
Romania) in 1992. Once again, the experience of the Czech 
Republic is different. Its exports to the European Community 
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grew rapidly in 1993, due to its diversified industry and 
proximity. As a result, the Czech Republic ran a small surplus 
on the current account. The current account deficits elsewhere 
stem from increases in imports associated with the economic 
upturn, and large reductions in exports to Western Europe. 
Central and Eastern European exports to the European Community 
are concentrated in food, iron and steel, chemicals, textiles and 
clothing, and (for Hungary and Poland), unprocessed agricultural 
goods. These exports declined in value in 1993 because of the 
recession in Western Europe and because of safeguards in trade 
association agreements between Central and Eastern Europe and the 
European Community against them. 


(ii) Economic Reform in the Former Soviet Republics 


Progress with Structural Reform and Privatization in Russia 


Most of the former Soviet republics (henceforth FSU- 
states) have freed the prices of key consumer goods and 
productive inputs, liberalized domestic and external trade, 
privatized most small enterprises (in the retail and services 
sector), and initiated the process of privatizing large state 
enterprises. 


The Russian government embarked on i tiswttransat LOnmLo: a 
democratic market economy in early 1992 and has made significant 
progress in the area of structural reform. Most non-energy 
prices have been freed, internal and external trade have been 
liberalized substantially, exchange rates unified, and thousands 
of medium and large-scale state enterprises have been transferred 
to the private sector through voucher privatization and direct 
sales. This has engendered modest growth of private market 
activity and created a growing base of political support for 
further economic reform. 


However, progress has been slow in restructuring the 
financial sector (inherited form the Soviet era) to the needs of 
an emerging market economy. Although hundreds of privately- 
owned banks have emerged throughout Russia, this: ‘reflects. the 
absence of a regulatory framework and prudential supervision 
characteristic of financial sectors in modern industrial 
countries. 


Progress with Macroeconomic Stabilization 


Meaningful macroeconomic reforms have also been put in 
place. Monetary growth was slowed in 1993 relative to its growth 
rate in 1992 and the Russian Central Bank's refinance rate has 
been moved in stages towards market-determined interest rates: by 
December 1993, the combination of falling inflation and rising 
nominal interest rates led to positive real interest rates. 
Furthermore, the demise of the ruble zone in late July 1993 and 
the subsequent announcement by the Russian authorities that 
Russia will no longer finance automatically the trade deficits of 
other FSU-states should enhance the ability of the government to 
Stabilize the economy. 


There is strong evidence that these reforms have begun 
to halt Russia’s economic decline. Reports from Russia and the 
International Monetary Fund (IMF) indicate that industrial output 
and GDP stabilized by the“endv¥of 1993efollowing, declines of 5,716 
and 12 per cent in 1991, 1992#and) 1993mrespectively =] Russian 
authorities and the IMF also estimate that monthly inflation fell 
to 10-12 per cent in December 1993, from rates of over 20 per 
cent in mid-1993. Meanwhile, trade liberalization measures along 
with growing private sector activity have begun to revive 
Russia’s trade with the West, following sharp declines in both 
imports and exports since early 1990. 


Despite these favourable developments in the second 
halfiof 1993, the future coursesoftRussiavs economic jretorms 
remain uncertain. Although the government’s efforts to stabilize 
the economy in late 1993 are encouraging, the underlying sources 
of monetary instability have not yet been addressed. The primary 
source of hyperinflationary pressures is the government’s large 
budget deficit; which is financed almostewenturelyvebw oninbing 
money. The. large budget: deficits asin’ tturme driven bythe 
provision of masSive subsidies to state enterprises, farms, and 
Che military-industrial sector, lds! welsl jasmlarcge atransterceto 
many of the other former Soviet republics. 


In this regard, the deceleration in inflation in late 
1993 reflected temporary factors, rather than sustained progress 
on the macroeconomic stabilization front. The IMF estimates that 
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underlying inflation is closer to 20-25 per cent per month, and 
more recent estimates indicate that inflation is accelerating 
once again. This threatens to undermine the government’s entire 
reform program. 


Although President Yeltsin has reassured the West that 
the reform process will continue despite the weak Bos. t1Onwor 
reform-minded parties in the Duma, the course of economic reform 
in 1994 will depend, in large part, on the resolve of the Yeltsin 
government to persevere with comprehensive economic reform in che 
face of a further temporary decline in output and a sharp rise in 
open unemployment. The costs of stabilization and transition 
could be eased by the introduction of broadly-based social safety 
Het policies*sinanceds primarily, by reduced transfers to the 
state enterprise and agricultural sectors. It is noteworthy, 
however, that even with a broadly-based stabilization program an 
place, the transition process -- by virtue. of, its, scale and 
complexity, will likely take decades to complete. 


Progress with Economic Stabilization and Reform in Other FSU 
Republics 


Both the Ukraine and Belarus lag far behind Russia in 
the transition towards a market economy. The process of economic 
reform and stabilization has barely begun in these two republics, 
but economic prospects are far more bleak in Ukraine. Ukraine’s 
abundant supplies of natural resources (particularly minerals) 
and agricultural products sustained initially a higher level of 
consumption than in many other FSU-states. However, a lack of 
progress with structural reforms and ongoing attempts by the 
government to sustain output with highly-expansionary 
macroeconomic policies has exacerbated the contraction of 
economic activity associated with the demise of central planning. 
By mid-1993, chronic high inflation accelerated to 
hyperinflation. This precipitated a collapse in the value of 
Ukraine’s currency vis-a-vis the US dollar. 


Severe economic deterioration and rising, political 
tensions with Russia led, in turn, to the resignation of reform- 
minded Prime Minister Leonid Kuchma in September and the 
reintroduction of Soviet-style economic controls in early 
November. These measures have intensified Ukraine’s economic 
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decline. Meanwhile, severe economic difficulties in Belarus led 

(in January 1994) to the resignation of President Shushkevich and 
prompted the signing of an accord with Russia which provides for 

the unification of the two economies. 


Of all the FSU-states, the Baltic countries have made 
the most progress in transforming their economies to market- 
based systems. Each of the Baltic states has introduced its own 
national currency, and each has managed to maintain relatively 
tight monetary and fiscal policies. The IMF estimates that 
regional output remained stable in 1993, following steep declines 
(of 25-28 per cent) in 1992. Real GDP is expected to grow by 1- 
3 per cent in the Baltic *countrisese1neio9 4. eer ennaniasand 
Estonia have also made significant progress with privatization. 


The five Central Asian states lag far behind Russia and 
the Baltics in the implementation of fundamental structural 
reforms. Although monetary and fiscal policies have remained 
tight in some of the Central Asian states throughout 1992, prices 
and production in many of these republics remain subject to 
strict: controls == iparticularlywineruckmnents taneand sUzbekrecan. 
Furthermore, with the exception of Kazakhstan and Kyrgystan, no 
privatization plans have yet been implemented, nor have any 
institutional reforms been put in place. 


Economic prospects are most bleak in the southern 
Caucasus republics of Armenia, Azerbaijan, and Georgia. In 
addition to adjusting to large negative economic shocks 
associated with price liberalization and the breakdown of the 
former-Soviet payments system, each republic has suffered from 
ongoing regional hostilities. The IMF estimates that regional 
output <declined by “at least) 35*péricenty inii992-isand. by. asturthenr 
20725. per cent in 1993". In’ responsettomonetary tdevelopment sain 
Russia, all of these countries have introduced their own national 
currencies. 


III. Bank Operations and Activities 


1993 was particularly an active year for the Bank. 
after growing criticism about the costs of the Bank’s 
Headquarters, Mr. Jacques Attali, the first President of the 
Bank, announced his intention to resign Miewhy ecand Miu. Jacques 
de Larosiére, a prestigious candidate nominated by the French 
Government, was elected President at the end of August. Since 
his taking office on September 27, 1993, Mr. de Larosieére has 
initiated several actions to restore and strengthen the Bank’s 
credibility and to improve the Bank’s efficiency: 


Objectives and Benefits 


The primary purpose of the EBRD To vO LCSEer ache 
transition towards democracy and open market-oriented economies, 
and to promote private and entrepreneurial initiative in, the 
countries of Central and Eastern Europe and the former Soviet 
Union. The Bank’s mandate gives special emphasis to the 
promotion of democratic institutions and human Terai CSek tet Ss 
countries of operations. 


The Bank offers a full range of funding .on market ,Cerms 
including: 


- Loans with maturities of up to ten years for commercial 
enterprises and up to fifteen years for public 
infrastructure projects; 


- Equity investments; and 


- Selected guarantees and underwriting facilities. 
(Note, the Bank does not issue guarantees for export 
credits nor undertake insurance aGtivitaes:.,) 


Initially, the Bank had two operations departments: 
Merchant Banking and Development Banking. In November, Directors 
approved a re-organization of the Operations Vice Presidencies. 
Operations are now carried out by a unified Banking Department 
headed by two Vice Presidents, one responsible for the northern 
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tier countries’ and the other for the southern tier. The Banking 
Department is composed of country teams which combine the public 
and private sector specialists. Each region has teams with 
expertise in sectoral areas such as agriculture, transport, power 
and energy utilities, privatization and restructuring. In 
addition, an operational group, reporting to both Vice 
Presidencies, support all countries in areas such as 
telecommunications, natural resources and the environment. 


In carrying out its functions, the Bank works in close 
cooperation with member countries and international 
organizations, such as the International Monetary Fund (IMF), the 
World Bank Group, the Organisation for Economic Co-operation and 
Development (OECD), the European Commission (EC), the European 
Investment Bank (EIB), and United Nations (UN) and its 
specialized agencies. 


Canada continues to support the EBRD as a catalyst to 
private sector development in a region dominated for decades by 
inefficient state-owned enterprises. The transition to open 
market-oriented economies in Central and Eastern Europe and the 
former Soviet Union could ultimately result in a stronger, more 
robust world economy. Global trading opportunities are thus 
expected to increase with the Bank promoting an environment for 
greater opportunities for Canadian and other companies to enter 
these new markets. 


Environmental Concerns 


The Bank is directed under its Articles of Agreement to 
promote environmentally sustainable development in the full range 
Of itsfactivitiesi: Sin line wrthsthes #envinonmental 
considerations have been fully integrated into the Bank’s project 
preparation and implementation process. In addition, many of the 
Bank’s operations include projects with a specific environmental 
focus. 


1 é 
The northern tier countries comprise Belarus, Czech Republic, Estonia, Kazakhstan 


Latvia, Lithuania, Poland, Russian Federation, Slovak Republic and Uzbekistan. The 
southern tier countries comprise Albania, Armenia, Azerbaijan, Bulgaria, Croatia, Former 
Yugoslav Republic of Macedonia, Georgia, Hungary, Kyrgyzstan, Moldova, Romania, Slovenia, 
Tajikistan, Turkmenistan and Ukraine. 
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The bulk of the infrastructure projects approved in 
7953 either had Signitrcant environmental benefits (e.g. waste- 
water treatment), OF significant conservation elements. During 


the year, the EBRD financed 25 technical cooperation operations 
to support the preparation of environmental projects. 


Multiparty Democracy and Pluralism 


Article 1 of the Agreement which established the Bank, 
limits its operations to countries committed to and applying the 
principles of multiparty democracy and pluralism. This mandate 
is closely tied into the Bank’s financial activities and 
incorporated into its country strategies. Monitoring is done in 
close cooperation with the European Community, Conference on 
Security and Cooperation in Europe (CSCE), Council of Europe and 
Ministries of Foreign Affairs of various member states. 


If a country of operation implements policies 
inconsistent with the Bank’s mandate, the Bank has the power to 
postpone, restrict or suspend some or all of its operations. 


EBRD Resources 


Ft 


The activities of the Bank are divided into ordinary 
operations and special operations, depending on the source of 
Punding : 


(i) Ordinary Capital Resources 


The authorized capital of the Bank ye ECU ODPL) Lon 
(approximately C$15 billion), divided into l million shares. 
Nearly all «tthe authorized capital has been subscribed (see 
Table A). The authorized capital is comprised of paid-in shares 


i 
2 ; : 3 4 

The European Currency Unit (ECU) is the unit of account for all EBRD transactions. 
The ECU is a composite currency, consisting of the fixed amounts of the currencies of the 
twelve member states of the European Economic Community (EEC). At the end of 1993, one 
ECU had a value of Chie acciii. 


sly 


and callable capital. The callable capital of ECU 7 billion is 
subject to call only in the unlikely sevent,that it.2s required to 
meet the Bankss cinancial obligations to borrowers. 


Paid-in Capital ofVECU.S bilkion sis spEroviced. 1n Nara 
currency by shareholders in equal annual instalments over five 
years, half in promissory notes andsehalf in.cashs e-Atsthe end ot 
1993. BCU 1. 72) billion had ween paid-in with the remaining 
FCU 1.23 billion due in the next two years. 


In 1993, the Bank’s assets grew from ECU 4.49 (Duwbbionsto 
ECU 7.0 billion, its disbursements tripled from ECU 126 ‘million 
to ECU 453 million, and for the first time since Zts, NCeDeLon. 
the Bank showed a profit of ECU 4.1 million (compared to losses 
Of. ECU 6.02. .ands 7. lami. bionm an 192m nd) Boo)1)e. 


(ii) Borrowings 


The Bank borrowed funds equivalent to ECU 835 million 
on international capital markets in 1993. Funds were raised in 
six different countries (including two issues of C$250 million 
each) and swapped into floating rate instruments, primarily in US 
dollars, ECU and deutschemarks. Cumulative borrowings by the 
Bank at year-end 1993 totalled ECU 2.2 billion with an average 
maturity of 7.1 years at an average cost of funds of LIBOR minus 
a7 basis pointe. 


Standard & Poor’s has assigned AAA long-term and A-1+ 
short-term ratings to the EBRD debt issues, reflecting the Bank’s 
strong capital-asset ratio.  Moody’s’has also rated the EBRD 
long-term bonds triple-A. 


(iii) Technical Cooperation Funds 


Cooperation Funds are grants from bilateral donors to 
finance technical assistance activities which facilitate the 
preparation, financing and implementation of projects. Unlike 
bilateral programs, these funds are administered by the EBRD. 
During the year, the Bank signed 3 additional Cooperation Fund 
Agreements with bilateral donors and replenished 12 other 
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arrangements, including Canada’s C$1 million Technical 
Cooperation Fund. 


As of the end of 1993, the Bank had entered into 29 
bilateral agreements with an aggregate amount GPeECUntoCSmrtilon. 
of this amount, the Bank had committed to a totalsoinsz2 
technical cooperation projects with a Valuerot. ECULlA0ymtikeon: 


Loans and Equity Investments 


During 1993, the Board of Directors approved 91 
projvectspin,cthe)Bankss countries of operation, bringing the total 
number of projects approved since the inception of the Bank to 
156. Total commitments in 1993 also rose to ECUsezc saebilbion 
(approximately C$3.4 billion) -- of which 30 projects were equity 
investments and 61 were direct loans (seentable B)saghbnycar~ 
end, commitments were distributed as follows: 


TABLE 1 
Cumulative Commitments 

Borrowing Percentage 
Member of Operations 
Poland Les9 
Hungary Tied, 
Russian Federation 6 We per <3 
Romania eo 
Czech Republic 8.0 
Slovak Republic Ga7 
Slovenia Ay 2 
Bulgaria Bae 
Uzbekistan Zee 
Kazakhstan pane 
Belarus 19 
Estonia ie 
Armenia 12 
Latvia cial 
Lithuania TO 
Albania O47 


Former Yugoslav Republic 
of Macedonia 

Ukraine 

Regional projects 


WIEQD © 
NN ON 


100.0 
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While bank projects are relatively widely dispersed 
among member countries, the five most active borrowers continue 
to account for more than two-thirds of all operations. 
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Iv. Managing Canada’s Interest in the EBRD 


Canadian Representation on EBRD Executive Board 


The highest authority in the Bank is the Board of 
Governors. Each member country is represented by a Governor and 
an Alternate Governor. Mr. Paul Martin, Minister of Finance, 1s 
the Canadian Governor and Mr. Reid Morden, the Under Secretary of 
State for Foreign Affairs, is the Alternate Governor. 


The Board of Directors is responsible for the general 
operations of the Bank and is composed of 23 members. The EBRD 
Charter requires that non-European countries elect 4 Directors. 
Canada, the third largest non-European country, after the U.S.A. 
and Japan, elects its own Director. In August 1993, 

Mr. John Coleman succeeded Mr. bon McCutchan as Canadian 
Director. He also serves aS Director for Morocco. 


Mr. David Horley is the Alternate Director. 


Canadian participation in the EBRD is coordinated by 
the International Trade and Finance Branch of the Department of 
Finance, in consultation with Foreign Affairs and International 
Trade (FAIT). These departments conduct analyses of policy 
papers and lending programs to ensure that EBRD activities and 
operations are consistent with its mandate and support an 
effective use of its resources. In addition to this report, 
Parliament is informed of the activities and operations of the 
FBRD though appearances by Departmental officials before its 
warlTOUs. comms CLees. 


Highlights in 1993 


The key issues at the EBRD in 1993, in chronological 
order, included: (1) progress on the portfolio ratio; (2) 
improved assistance to small and medium-sized enterprises; (3) 
the Report of the Audit Committee on the Bank’s expenditures; (4) 
the resignation of President Attali and the election of President 
de Larosiere; (5) ‘che reorganization of the Operations Vice- 
Presidencies; and (6) the Report of the Bank’s Task Force on 
Operational Priorities: 
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The portfolio ratio. The Bank’s Articles of Agreement require 
that a minimum of 60 per cent of the Bank’s operations should 
directly support the private sector. At the ena or.) 39' a; ethe 
portfolio ratio had reached 57 per cent with the expectation that 
the 60 percent threshold will be achieved shortly. 


Delays in achieving this threshold can be traced to 
unanticipated disruptions in a number of countries of operations. 
Foremost among these, was the dissolution of three founding 
members (i.e. the U.S.S.R., Yugoslavia and Czechoslovakia) which 
had the effect of significantly expanding the number of countries 
of operations and increasing the demand for public sector 
infrastructure projects substantially beyond earlier 
expectations. 


Assistance to Small and Medium-Sized Enterprises (SMEs). The 
main topic at the Closed Session of the Annual Meeting of the 
Board of Governors in April was the Bank’s assistance to SMEs. 
Governors underlined that SMEs are central to the development of 
a market economy, and represented an engine for growth and job 
creation. There was a general consensus that support for SMES 
should be a key element in the Bank’s private sector mandate. 


Subsequently, the Bank agreed to provide US$150 million 
toward a G-7 initiative to establish a US$300 million SME Fund 
for Russia. In July, Directors approved a US$10 million pilot 
operation to test the Fund’s operational procedures and the 
effectiveness of its delivery mechanisms. Of this amount, US$7 
million is to provided by G-7 grants and US$3 million by the 
EBRD. Directors will review the pilot operation in mid-1994, 
before the full-scale Fund is launched. 


Report of the Audit Committee on the Bank’s expenditures. In 
response to growing cCnulticism about,the costs of the EBRD@s 
Headquarters, an internal study was undertaken by the Board of 
Directors’ Audit Committee to review the Bank’s administrative 
COsts and other asstes related .to.expenditure CONCLOL pals 
Coleman will carry on the active role that Canada has played on 


ue 


these issues through the posibion ofpvace Chairman of the Audit 
Committee, to which he was appointed in September. 


The Committee issued a comprehensive report in July 
which Directors endorsed. An action plan was subsequently 
approved to make the Bank more efficient and cost effective. Its 
changes include more transparent guidelines on internal 
purchasing endca significant strengthening of the budgetary 
process. 


Resignation of President Attali and election of President de 
Larosiere. On June 25th, Mr. Jacques Attali, the EBRD’s first 
President announced his intention to resign as of July ANS RU 8) 81 
August 18th, Mr. Jacques de Larosiére, a former IMF Managing 
Director, was elected to a four-year term effective September 

ee BS ate . 


Reorganization of the Operations Vice-Presidencies. As part of 
the review of the Bank’s cost-effectiveness under the new 
President, Directors agreed in November to a reorganization of 
the two Operations Vice Presidencies to replace the division 
between merchant and development banking activities, with a 
country-specific focus. The country-specific structure has been 
designed to provide for a more coherent programming in recipient 
countries, and to help reduce duplication within the Bank. 


Recommendations of the Bank’s Task Force on Operational 
Priorities. Shortly after his arrival, President de Larosiere 
set up an internal Task Force on Operational Priorities to review 
the Bank’s operational priorities over the medium term. The Task 
Force reported in December and the operational priorities 
identified were endorsed by Directors. The principal findings of 
the Task Force are the following: 


- the need for a sharper focus on private sector development; 

the need to be active in all countries of operations; 

- the need to better reach local private enterprises; 

; the need to better appreciate the critical role of financial 
intermediaries; and 
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: the need for a more active approach toward equity 
investments. 


As a result of Canada’s demonstrated interest in 
improving the functioning of the Board of Directors, Mr. Coleman 
was appointed Chairman of a temporary committee on Board of 
Dimectors: procedures. 


At their Annual meeting in St Petersburg on April 18- 
19, 1994, Governors will be asked to endorse actions already 
taken by Bank management, and of new directions for the future. 
After the Annual Meeting, Directors will discuss the strategic 
directions given by Governors and their implications for the 
Bank’s policies and operations. 


Funds Subscribed and Committed 


Canada has a 3.4 percent share of the EBRD’s authorized 
Capital. Canada has subscribed to 34,000 shares valued at 
ECU 340 million, of whicht30 "percent iiss torbenpaid, an *Over=tive 
years Starting in 1991; and HeuUs238amidioneremainsssub ecu te 
Ga Lille 


The first instalment of US$23,807,004 was made in 1991. 
The second instalment of US$23,807,004 was made on May 27, 1992:. 
cCashapayment (ofa USSI17903: 75026 (CS14 7317, 53222) wand a, nove-of 
US$1179.03 ,502. “Following *acdecrsion by "Directors, in "November 
1991, regarding the encashment of future notes, only one-third of 
the last note payment, 16) *US#3S, 967) 834 84C$4-725-690. 29) -iwas 
encashed on June 15, 1992. -"TheSthirdoinstalment yof/US$23,,807, 004 
was made on May 27, 1993 cash payment of (US$11,903,,502 
(C$1:570657.072.213)"7 sand a NOteeor SUSt11y oso O2e) Onadungc. LS, 
1993, US$7,935,668 (C$10 1699550754) ve itiemonesthircayotu tne 
May 27, 1992 note and of the May’ 275119938 notera Was- encashed. 


in addition’ to “esmsubscriptironieca the Banks sucapital, 
in January 1992, Canada established a C$1 million Canadian 
Technical Cooperation Fund (CTCF). The main purpose of this Fund 
is to enable the Bank to hire Canadian consultants to provide 
technical assistance, training and advisory services. The CFTC 
is administered by the EBRD in consultation with Bureau of 
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Assistance to Central and Eastern Europe of the Department of 
Foreign Affairs and International Trade. The CTCF was 
replenished by an additional C$1 million in 1993. In addition, 
Canada has a technical cooperation agreement worth C$1.125 
million with the EBRD to cover the contracting of Canadian 
expatriate management for the Russian Project Finance Bank. 


Ganeadaticeadsoltaliparticipant.in. the Nuclear. Safety 
Account (NSA) which started operations in early 1993. The NSA 
was proposed at the Munich Summit in July 1992 to improve safety 
in nuclear power plants of the countries of Central and Eastern 
Europe and the former Soviet Union. Canada’s contributeducs 71.5 
million to the operations of the NSA in March 1993. 


EBRD Financing Benefitting Canadian Firms 


In addition to the objective of assisting in the 
development of a strong private sector in,Central and Eastern 
Europe and the countries of the former Soviet Union, Canada’s 
participation in the EBRD is expected to stimulate growing 
interest among Canadian firms in commercial opportunities within 
the region. 


As an example, Directors approved a loan of up to 
US$80 million to KomiArcticOil, to develop the second phase of an 
oil field in the Komi Republic of the Russian Federation. Gulf 
Canada Resources Limited is a 25 per cent partner inacnvss OLN 
venture. This is the third EBRD merchant banking operation 
benefitting a Canadian oil and gas company Since the Bank’s 
inception. In contrast, however, the DM 57 million merchant 
banking loan benefitting Sefri Construction International 
(Toronto) for the renovation of the Grand Royal Hotel in Budapest 
-- which was approved last year -- was subsequently cancelled 
after disagreement on financing conditions. 


Tables C.1 and C.2 provide information on suppliers of 
goods and equipment, and consultancy services for EBRD projects. 
Canada is shown to have a reasonably good record in winning 
consultancy contracts, mainly financed from the tied Canadian 
Technical Cooperation Fund. However, Canadian firms have not yet 
won international competitive contracts for the provision of 
goods and equipment with respect to development banking projects. 
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Canadian Personnel 


There were 22 Canadians on the staff of the EBRD at the 
end of 1993, i.e. 4.9 per cent of the 445 professional positions, 
compared with our shareholding of 3.4 per cent. All of the 
Canadian nationals but 3 were in the more senior banking and 
managerial levels. Canadians accounted for about 6.2 per cent of 
staff in senior positions, and 2.2 per cent in other professional 
levels inwly93s 


oa 


Vo) COonclus.On 


Three years after the inception of the Bank, 
developments in the region have clearly demonstrated that the 
EBRD is playing an important role. The speed at which the Bank 
has grown since it started operations in April 1991 is 
impressive. The Bank has approved more than 150 operations and 
committed more than US$4 billion to the region. In addition, it 
has approved more than 500 technical cooperation projects which 
have committed an additional US$150 million. Canada continues to 
support such technical assistance through ios. COnELTUDULT ONS. LO 
the Canadian Technical Co-operation Fund. 


The objectives, which underlie Canada’s membership in 
the Bank, include the following: 


- To support the commitment of the countries of Central 
and Eastern Europe and the former Soviet Union to 
multiparty democracy, the rule of law, and respect for 
HumMamer touts: 


- To foster the transition toward open, market-oriented 
economies, and private and entrepreneurial initiative; 
and 


- To integrate these countries more securely into the 
international economy. 


The Bank is meeting these objectives and Withs LNG sarreves Or 
Mr. de Larosiere, aS President, is doing so invarcostuerti cient 
manner. Following Mr. de Larosiere’s arrival as President, 
improvement in the cost-effectiveness of the Bank has become a 
top priority. Canada has been active am, pressing for efficient 
and responsible management of the Banks ang willy courinue sto 
support the process of review and reform that was initiated by 
the new President. 


Canada remains confident of the Bank’s continuing 
strong commitment to provide effective assistance to the 
countries of the region in the difficult and challenging process 
of economic transition. 
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Table A: Statement of Capital Subscriptions 
(ECU millions) 


Callable Paid-in Total 
Capital Capital Capital 
Recipient Countries * 861 369 ALSO) 
G-7 Countries 
Canada 238 LOZ 340 
France 596 256 852 
Germany 596 256 S52 
TLaly 596 256 852 
Japan 59:6 256 852 
United Kingdom 596 256 852 
United States 700 300 010 0 
Gay? eTotal Bip )aes, 17680 5599 
Other Non-Recipient 
Countries Pee aS, 916 S055 
Unallocated 81 35 LLG 
Total 7 2000 33 720:'0:0 10,000 


Bet a es ee ete ee | Se ean aterataketaio: sua gaye a Pale, =) helo el Ra (st =e ek kar eke (-) SOS) 9) Se ee eee oo 


Shares initially subscribed by Yugoslavia are reserved for 


its successor states. At the end of 1993, there were V2 00 
unallocated shares potentially available for countries previously 
forming part of the former Yugoslavia. 


‘country 


mstonia 


jundary 


gusSian 
Federation 


Poland 


tussian 
federation 


‘zech 


fepublic 


2omania 


fomania 


<omania 


<omania 


Zomania 


Armenia 


Slovak 


Republic 


Slovak 


Republic 


Romania 


Date approved 


11 January 


11 January 


11 January 


11 January 


8 February 


8 February 


23 February 


23 February 


8 March 


8 March 


23 March 


23 March 


23 March 


23 March 


23 March 


TABLE B: PROJECTS APPROVED BY THE BOARD OF DIRECTORS 


Project 


Estline Ferry 

To a joint venture of state-owned Estonian Shipping 
Company and Swedish Nordstromand Thulin AB for 
partial financing of a ferry between Stockholm and 
Tallinn 


Kner Nyomda Rt. 
For a program of modernisation and expansion at 
printers of packaging materials 


Oil and Gas Emergency Loan 

To Nizhnevartovskneftegas for purchasing and 
modernising equipment to return 600 shut-in wells to 
production 


Polspan Sp. zZ.0.0 

To a Polish manufacturer of chipboard owned by 
Kronospan GmbH for modernisation and expansion of 
Polspan and upgrading of a paper mill 


Polar Lights Company 
For the development of an oilfield above the Arctic 
Circle in the Timan Pechora region 


Praha Hyatt Regency Hotel 
For the renovation, extension and operation of a 5- 
star hotel and office complex 


Commercial Bank "Ion Tiriac”" SA 
For institutional development to aid the financial 
services sector 


European Roads Rehabilitation Project 
To improve the road network serving regional and 
inter-regional traffic 


Capital SA 
To establish a financial advisory and investment 


institution in Bucharest 


Romanian Capital Fund 
For investment in private sector companies, and 
those in the process of privatisation 


Bank of Bucharest 
Investment in a new commercial bank, to be 
controlled and managed by Credit Bank SA of Greece 


Hrasdan Unit No 5 Power Plan 
Completion of Unit 5 at the Hrasdan Power Plant and 
of transmission line to Yerevan 


International Road Corridor Project 
To improve the condition of the European road 
network, serving regional and international traffic 


Telecommunications Project 

To install a digital overlay backbone network, with 
modernisation and expansion of telecommunications 
systems in major cities 


Virolite Functional Polymers SA 
For the construction and operation of a greenfield 
ion exchange resin plant in the town of Victoria 


Loan 


Loan and 
shares 


Loan 


Loan 


Loan 


Loan 


Shares 


Loan 


Shares 


Shares 


Shares 


Loan 


Loan 


Loan 


Loan and 
shares 


EN: Logan 


Value of operations 
(ECU million) 


19°. 36 


Se) 


Sebo WE 


14.46 


80.67 


17.44 


Utes 


Sele 


15.00 


44.00 


Pe IS 


Romania 


Slovenia 


Czech 
Republic 


Czech 


RKepuplic 


Regional 


Russian 
Federation 


Romania 


Poland 


Russian 
Federation 


Regional 


Hungary 


Bulgaria 


Bulgaria 


Hungary 


Latvia 


Uzbekistan 


Date approved 


23 March 


20 


20 


20 


20 


10 


10 


10 


24 


24 


14 


14 


28 


28 


12 


EZ 


i?) 


April 


jNopaakit 


April 


April 


May 


May 


May 


May 


May 


June 


June 


June 


June 


July 


July 


July 
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Project 


Wielkopolski Bank Kredytowy SA 
Investment in the first privatisation of a Polish 
regional commercial bank 


Bucharest Wholesale Market 

To establish a wholesale fruit and vegetable market 
for private traders and upgrade and interlink 5 
retail markets 


Drava River Hydroelectric Power Project 

For refurbishment, replacing turbines and network 
transformers, to improve cost and safety and reduce 
pollution 


Telecommunications Project 


To install a digital overlay backbone network, with 
modernisation and expansion of telecommunications 
systems in major cities 


Thurn Taxis Dobrovice 
To a major sugar-producing company for an expansion 
and modernisation program 


Dun and Bradstreat (C&EE) Holding BV 
For investment in information service companies in 
Hungary, Czech Republic and Poland 


International Moscow Bank (IMB) Co-financing Line 
To finance medium-sized private firms, state-owned 
enterprises in the process of privatisation and 
joint ventures with Western investors 


Leventis Romanian Bottlers 
To two new Romanian joint-venture companies, for 
bottling plants, marketing and distribution 


Caresbac Polska 
For risk capital investment in Polish private sector 
SMEs 


West Siberia Oil and Gas Fields Rehabilitation 

To assist repair of Purneftegas’s oil wells and 
pipelines, and encourage legislative and commercial 
reforms to aid private investment 


Renaissance Fund: Poland, Czech Republic, Slovak 
Republic 

Providing capital and management assistance to new 
and recently established private companies 


Zalaegerszegi Hutoipari Kft 
For modernisation of the deep-freeze capacity of a 
frozen fruit, vegetable and bakery products company 


Bulgarian Capital Fund 
For financing private sector companies 


Bulgarian Investment Bank 
To a new private sector banking group for 
investments and corporate finance advisory services 


Budapest Public Transport Rehabilitation Project 
For the rehabilitation of the city’s public 
transport 


Riga International Airport Rehabilitation Project 
To rehabilitate the runway, taxi ways and airfield 
lighting system 


Zarafshan-Newmont Joint Venture 
For the operation of the Muruntau gold mine 


Loan 


Loan 


Loan 


Shares 


Shares 


Loan 


Loan 


Shares 


Loan 


Shares 


Loan 


Shares 


Shares 


Loan 


Loan 


Loan 


Bank funds appr 
(ECU million: 


10.41 


PPR. fell 


T3267 


72.45 


156.23 | 


10.85 


ountry 


ungary 


ungary 


ussian 
federation 


lungary 
slovenia 
fungary 
tussian 
federation 
»?oland 
lungary 
qdungary 


\lbania 


Slovenia 


Russian 
Federation 


Albania 


Romania 


Hungary 


Poland 


| Slovak 
Republic 


Date approved 


26 


26 


26 


26 


26 


26 


26 


26 


26 


26 


26 


26 


26 


26 


25 


723} 


July 


July 


July 


July 


July 


July 


July 


July 


July 


July 


July 


July 


July 


July 


August 


August 


6 Sept. 


6 Sept. 
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Project 


Budapest Bank 
Medium- and long-term financing to SMEs in the 
agricultural sector 


Commercial & Credit Bank 
Medium- and long-term financing to private SMEs in 
the agricultural sector 


Design Bureau Salyut 

For the launch of a communications satellite on 
behalf of Inmarsat (the International Maritime 
Satellite Organization) 


Hantarex RT 
To finance mechanical laboratory facilities for 
production of ray tube based monitors 


Horizonte Fund 
To provide capital and institutional management 
assistance to new and recently formed companies 


Hungarian Credit Bank 
Medium- and long-term financing to private SMEs in 
the agricultural sector 


KomiArcticOil 
To develop the second phase of an oil field in the 
Komi Republic 


Kredyt Bank 
For financing of SMES 


M1-M15 Toll Motorway 

Construction of a 43km motorway from Gyor to the 
Austrian border and a 15km motorway towards 
Bratislava, to be operated as toll roads 


National Savings & Commercial Bank 
Modium- and long-term financing to SMEs in the 
agricultural sector 


Rogner Hotel 
For the construction and operation of a business 


hotel in Tirana 


Slovenia Railway Project 

Support for the restructuring and rehabilitation of 
Slovenian Railways, including a track renewal 
program 


Small Business Fund Project 
Pilot project providing framework to implement and 
promote locally generated enterprises 


Tirana Hotel 
For refurbishment and operation as a business hotel 


EMCOM SRL 
For installation of a plant to manufacture digital 


telecommunications switching equipment 


Inter-Europa Bank Rt 
To finance small- and medium-sized enterprises 


Trebruk/Kostrzyn 
Paper mill disposed of to Swedish investors by 
company in process of reconstruction and 


modernisation 


ZSNP 
To complete a modern aluminium smelter, centrepiece 


of overall restructuring and privatisation 


Type Bank funds approved 
(ECU million) * 
Loan eee 
Loan 35550 
Guarantee e2e3 
Loan and 6.09 
shares 
Shares 2.50 
Loan 26.89 
Loan Bie a) h) 
Loan and 8.96 
guarantee 
Loan, 125,90: 
shares and 
guarantees 
Loan 22.40 
Loan and sj, Us! 
shares 
Loan 44.77 
Loan 2.69 
Loan and 10.87 
shares 
Shares 6.20 
Loan 25:00 
Loan 28.46 
Loan and 112.04 
shares 


Regional 


Russian 


Federation 


Hungary 


Poland 


Romania 


Slovak 
Republic 


Slovak 
Republic 


Uzbekistan 


Hungary 


Hungary 


Komania 


Slovak 
Republic 


Slovenia 


Date approved 


20 


20 


18 


18 


18 


18 


18 


18 


18 


18 


Sept. 


Sept. 


October 


October 


October 


October 


October 


October 


October 


October 


8 November 


8 November 


8 November 


8 November 


23 Nov. 


26 


Project 


Busi Albanian Beverages 
To construct a soft drinks facility and commence 
operations 


Russian and Baltic Forestry Company 

To Finnish-owned Thomleaseco AB for the purchase and 
lease of forestry equipment to private joint 
ventures in Estonia, Lithuania and Russia 


Czech Trade Facilitation Project - Komercni Banka 

To set up export and pre-export financing facilities 
for industrial clients and finance a trade 
facilitation training program 


Framlington Russian Investment Fund 
For the establishment of a venture capital fund 
investing in private companies 


Hungary Telecommunications Company Equity 
Investment Project 

To finance HTC's Physical Investment Program, to 
improve telecommunications services 


Motorway Development Project 

To complete motorway construction projects, 
introduce tolls on highways and develop a motorway 
strategy 


Romanian Bank for Development 

Loan for information technology, credit line for 
foreign currency loans to private and state-owned 
commercially managed enterprises 


Sloveca Joint Venture 
For the construction of an updated ethoxylation 
plant to produce non-ionic surfactants 


Slovak Trade Facilitation Project - Vseobecna 
Uverova Banka 

To set up export and pre-export financing facilities 
for industrial clients and finance a trade 
facilitation training program 


Uzbekistan National Bank Financial Facility for SME 
Development 

For on-lending to SMEs, strengthening of bank's 
operations and development of institution-building 
program 


Accor/Pannonia 
For the privatisation and development of Pannonia, a 


leading hotel group 


Framochem Kft 

Rufurbishment, upgrading and enlargement of an 
intermediate and fine chemicals plant in 
Kazinbarcika 


Serconf 
Partial finance for the establishment and equipment 
of a garment manufacturing facility 


Slovenska Pol’Nohospodarska Banka 
Continued development of SPB’s commercial banking 
service 


Aquasava d.o.o. 
Establishing a modern textile processing operation 
in Kranj 


Loan 


Loan 


Shares 


Shares 


Loan 


Loan 


Loan 


Loan 


Loan 


Shares 


Loan 


Loan 


Shares 


Loan 


Bank funds app 
(ECU millior 


2.60 


53578 


14.65 


50.84 


45.00 


S199 


53n8 


53.78 


~~) 
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Date approved Project Type Bank tuods approved 


(2CU million) 
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mo. and 


Bulgaria 


Poland 


Belarus 


Hungary 


Russian 
Federation 


FYR 

| Macedonia 
Slovenia 
Estonia 


Slovak 
| kKepublic 


23 Nov. 


9 December 


ecemper 


ra) 
o 


December 


wo 


wo 


December 


S$ December 


9 December 


S December 


20 Dec. 


20. Dec 


20) Dec: 


20 Dec. 


20 Dec. 


20 Dec. 


ZO) DEC. 


20 Dec. 


20 Dec. 


Financial Facilities for the Development of SMEs 
To promote activities of SMEs, improve financial 
infrastructure and help develop entrepreneurial 
culture 


Batpress sp 2z.0.0O. 

To establish an offset printing press in Chrzanow 
and to enable affiliated companies to modernise 
their equipment 


Budapest Wholesale Market Expansion Project 
To finance a second phase of development and 
rationalise existing operations 


Compagnie Europeenne du Meuble 
Production of furniture for the Russian and Western 
markets 


Danone-Serdika SA 
To upgrade and modernise the existing yoghurt 
product range and to finance a new product line 


Huta Szla Jaroslaw SA 
Rehabilitation of the company’s capacity to 
manufacture glass containers 


Minsk Wholesale Market 
Development of a modern wholesale market complex 


Power Plant Modernisation 
Construction of a 62MW combined cycle power plant in 


Orsha 


EGIS Gyogyszergyar 

To help privatisation and to fund a development 
program, including environmental mitigation and 
improved marketing activities 


Fiat Auto Poland 

To increase the capacity to manufacture cars, and to 
modernise and improve the environmental performance 
of 7 manufacturing sites 


Kiev ,(Borispol) Airport Rehabilitation 
To improve efficiency of passenger handling 
operations and modernise facilities 


Komercni Banka 
To help institutional strengthening and further 


privatisation of Komercni Banka 


MosMed 
To produce surgical instruments 


Power Subsector Project 
To construct a transmission line and to support the 
Energy Conservation Program 


SKB Bank 

To finance projects in Slovenia 

Tallinn Airport Rehabilitation 

To finance runways, taxiways and approach lights 


Tatra Bank 
To help establish a new corporate and management 


structure, to fund the growth of portfolio of loans 
and to fund branch network expansion 


Loan 


Loan 


Loan 


Shares 


Shares 


Loan 


Loan 


Loan 


Shares 


Loan and 
shares 


Loan 


Shares 


Loan 


Loan 


Loan 


Loan 


Shares 
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38.63 


26.52 
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TABLE C.1 


1993 CONTRACTS AWARDED TO SUPPLIERS 
BY INTERNATIONAL COMPETITIVE BIDDING 


Number of Value of Contracts 
Couniurn’ Contracts (US$) that 
Austria 4 2,406,498 222 
Austrailia - - 
Bulgaria - - - 
Belgium a Perea) yout 0.8 
Canada - - - 
China Bi 590,009 0.3 
Croatia zl 4,000,000 one 
Czech Republic a B10 15 0.4 
Denmark a 830;, 412 0.4 
Finland 3 LFS Oo Le ne 
France 5 Lyne ee oe BZ 
Germany 20 41-2502, 060 PIS) Tbe 
Hungary 8 sley pp PA ONO oe: 829 
Ireland - : - 
Iceland : - : 
Israel = - 7 
Ttaly 6 Pine sor26s 24.8 
Japan a ToC, eo 5.69 
Korea Bt Be PAPA OB 2 Led 
Luxembourg : > - 
Netherlands Bs 14260 230k 017.6 
New Zealand = : 2 
Norway : : 
Poland L Saye eo O23 
Romania aL B25;5102 Ona 
Russia = 3 
Slovenia 2 : 
Spain ; - 
Sweden 3 25-8954 610 Pos 
Switzerland 2 640,879 O23 
United Kingdom 2 17,687,005 S52 
United States 8 138 Bod OO 722 


TOTAL TE 192,643,437 1.0-07.'0 


TABLE C.2 


TECHNICAL COOPERATION FUND CONTRACTS AWARDED 
(Awards in excess SreECU5SU;.0007 * 


Number of Valiue-Oof Contract cs 

Country Contracts SURE ae a 
AUSer ra 3 1 O85 ,.355 inae 
Australia a 28.7, OSe C2 
Bulgaria Vy 56.4 75 Dare 
Belgium : - 

Canada 4 jee cy ere 18 10) Sees 
China =] 9 

Groareda = . 

Czech Republic : x 

Denmark 9 Dee baton (40 6.9 
Finland 2 250i eos OeaG 
France 14 AOS 2 3 
Germany 6 Sys ae RSE 1a as 
Hungary ut 89,728 O22 
Teeband a 213 ae OR 5 
Ireland 4 LEP cpt 34 Sel 
Israel i) Ae TOS tel 
Ttaly 3 578,000 ena 
Japan - - 

Korea - - 

Luxembourg 1 2230 aS O36 
Netherlands 9 peg Be TEAC Ti 6.9 
New Zealand i: 677509 On 
Norway 3 1,480 2632 Eee, 
Poland - - 

Romania - - 

Russia 1 123,074 Owe 
Slovenia A ALS. 25 1 0 
Spain - - 

Sweden 3 821,379 Da) 
Switzerland 6 Lee 2A SO Sec 
United Kingdom 31% VS age oe 2905.8 
United States 5 1,777,646 4.4 
TOTAL 23 AG Soto U T6020 


6.21%. Se See ee 
* Contracts awarded from September 1992 to December 31, 1993. 
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IL. MANAGING CANADA'S INTEREST IN THE EBRD 


(a) nadian Representativ 


The highest authority in the Bank is the Board of Governors. Each member 
country is represented by a Governor and an Alternate Governor. The Honourable Paul Martin, 
Minister of Finance, is the Canadian Governor and Mr. Gordon Smith, Deputy Minister of 
Foreign Affairs, is the Alternate Governor. 


The Board of Directors is responsible for the general operations of the Bank and is 
composed of 23 members. The EBRD Charter requires that non-European members elect 
4 Directors. Canada, the third largest non-European shareholder, after the U.S.A. and Japan, 
elects its own Director. Mr. John Coleman is the Canadian Director. He also serves as Director 
for Morocco. Mr. David Horley is the Alternate Director. 


Canadian participation in the EBRD is coordinated by the International Trade and 
Finance Branch of the Department of Finance, in consultation with the Department of Foreign 
Affairs and International Trade (FAIT). These departments conduct regular analyses of policy 
papers and lending programs to ensure that EBRD activities and operations are consistent with its 
mandate and support an effective use of resources. In addition to this report, Parliament is 
informed of the activities and operations of the EBRD though appearances by Departmental 
officials before its various committees. 


(b) Voting Record 
The Canadian Director opposed the following two Bank policies in 1994: 


e The Staff Compensation and Benefits Proposals for 1995 on November 1, 1994 
because of lower pay increases envisaged in other international institutions, 
especially the International Finance Corporation, and the pay freeze being enforced 
in the Canadian public service. 


° The Accommodation Policy on February 21, 1994 because it was too generous 
and out of line with those of comparable institutions. 


(c) Governan in 1994 


The key governance issues at the EBRD in 1994 included: (1) achievement of the 
portfolio ratio; (2) actions taken by the Bank to improve cost efficiency; (3) strategy for the 
future; and (4) cost of the Board of Directors. 


| (i) The portfolio ratio. The Bank's Articles of Agreement require that a global 
minimum of 60 per cent of the Bank's operational commitments, i.e. approved and signed 
financings, directly support the private sector. At the end of 1994, the cumulative share of such 


ne. 


commitments was 62 per cent, the first time that this global ratio was achieved. In 1994, the 
portfolio ratio reached a record 73 per cent. 


(ii) Actions Taken by the Bank to Improve Cost Efficiency. The 1994 
achievements have resulted in sharply increased productivity with a rise in operational volume, 
particularly in more difficult areas. Moreover, these achievements were accompanied by savings 
in the zero-nominal growth administrative budget for 1994, thus reflecting continued budgetary 
discipline and control. The results were lower cost per project and improved responsiveness to 
client demand. 


(iii) | Strategy for the Future. Shortly after his arrival, President de Larosiere set up an 
internal Task Force on Operational Priorities to review the Bank's operational priorities over the 
medium term. At their Annual meeting in St. Petersburg on April 18-19, 1994, Governors 
endorsed actions taken by Bank management, and the following directions for the future: 


° a sharper focus on private sector development; 

. activity in all countries of operations; 

‘ more effort to reach local private enterprises; 

° a recognition of the critical role of financial intermediaries; and 
° a more active approach toward equity investments. 


In 1994, the Bank made significant progress in these directions: 73 per cent of signed 
commitments were in the private sector; commitments were signed in all countries of operations 
on the basis of approved country strategies; small- and medium-sized (SMEs) and local industries 
through financial intermediaries; and equity investments now account for over 15 per cent of 
cumulative Bank operations, compared to less than 12 per cent in 1993. 


(iv) | Cost of the Board of Directors. 


The EBRD Board of Directors' share of the administrative budget in 1993 was 
about 12.4 percent, i.e. three times that of other regional banks. At the Bank's Annual Meeting of 
the Board of Governors held in April 1994, a number of Governors, including Secretary of State 
Doug Peters, led the charge in requesting a review of the cost of the Board of Directors to 
achieve substantial budgetary savings. 


Directors have been encouraged to make further progress on reducing these costs 
before the next Annual Meeting of the Bank's Governors in London in April 1995. Three main 
options have been considered. A first option would be to have a smaller number of Directors -- 
more in line with that of other multilateral regional development banks -- who would be paid by 
the Bank and located at the Bank's Headquarters. A second option is a non-resident Board where 
Directors would not be paid by the Bank. A third option would be to keep the number of 
Directors at current levels, but have the Bank pay for fewer positions in each Director's office. 


(d) Fun 


ri 
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Canada has a 3.4 percent share of the EBRD's authorized capital. Canada has 


subscribed to 34,000 shares valued at ECU 340 million (equivalent to US$396,783,400 at the 
agreed exchange rate of ECU 1 to US$1.16701), of which 30 percent is to be paid in over five 
years starting in 1991, and ECU 238 million remains subject to call. Payments for the paid-in 
capital are made, at least half in cash with the remainder in notes. 


Canada has already made the following paid-in capital payments in US dollars: 


Encashment 
Installment Year Cash Notes of Notes 
First 1991 11,903,502 11,903,502 11,903,502 
Second 1992 11,903,502 11,903,502 3,967,834 
Third 1993 11,903,502 11,903,502 7,935,668 
Fourth 1994 11,903,502 11,903,502 11,903,502 
TOTAL 47,614,008 47,614,008 35,710,506 


At the end of 1994, there was US$11,903,502 of notes still outstanding. The last 
installment of US$23,807,004 will be made in FY 1995-96. 


In addition to its subscription to the Bank's capital, Canada established in January 
1992, a C$1 million Canadian Technical Cooperation Fund (CTCF). The main purpose of this 
Fund is to provide funds for the Bank to hire Canadian individuals and firms as consultants 
working on activities related to Bank projects. The CTCF is administered by the EBRD in 
consultation with Bureau of Assistance to Central and Eastern Europe of the Department of 
Foreign Affairs and International Trade. The CTCF was replenished by a further C$1 million in 
1993 and C$400,000 in March 1994. In December 1994, it was replenished by an additional 
C$5 million which will be paid over a three-year period. 


In addition, Canada has a technical cooperation agreement worth C$1.125 million 
with the EBRD to cover the contracting of Canadian expatriate management for the Russian 
Project Finance Bank. 


Canada is also a participant in the Nuclear Safety Account (NSA). In March 1993, 
it contributed C$7.5 million to the operations of the NSA. With respect to the replenishment of 
the NSA (mentioned in the Nuclear Safety Account section above), the Canadian contribution 
remains to be decided. 


a5 
(e) BRD Financing Benefittin nadian Fir 


In addition to the objective of assisting in the development of a strong private 
sector in Central and Eastern Europe and the former Soviet Union, Canada's participation in the 
EBRD has stimulated growing interest among Canadian firms in commercial opportunities within 
the region. 


International competitive bidding (ICB) procedures are required by the Bank for 
procurement for development projects, but are not required for procurement for merchant 
banking activities. However, in the latter cases, the Bank monitors developments to ensure that 
best commercial practices are being followed. 


At the end of 1994, three ICB contracts totalling C$4.7 million had been awarded 
to Canadian firms: 


. Ontario Hydro won a project management contract of C$1.3 million for the 
implementation of Kozloduy' nuclear project in Bulgaria; 


° Etude Economique Conseil was awarded a C$338,000 contract to undertake a 
study of the Hungarian Telecommunications Company ; and 


° Harbison Fischer won a C$3.1 million contract to supply bottom hole sucker rod 
pumps for the modernization of Petrom in Romania. 


In addition, Northern Telecom (U.K.) is the lead partner in a joint venture which won a 
C$17.2 million contract for the supply, installation and commissioning of a telecommunications 
project in Bulgaria. 


In 1994, no new merchant banking projects benefitted Canadian firms. At the end 
of 1994, there had been three projects which benefitted Canadian firms, all in the oil and gas 
sector in Russia (see our 1993 Report). 


In 1994, Canadian firms also won C$1.4 million of consultant contracts. This 
figure includes contracts awarded under the Canadian Technical Cooperation Fund, which is 
directly tied to Canadian individuals and firms. Table D provides information on consultancy 
services for EBRD projects. 


(f) Canadian Personnel 


There were 21 Canadians on the staff of the EBRD at the end of 1994. All but 
three of these individuals were in senior banking and managerial levels. Canadians accounted for 
about 5.5 per cent of staff in senior positions, and 4.4 per cent in other professional levels in 1994. 
Both these figures are well above our 3.4 per cent shareholding in the Bank. 
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(g) Activities of Canada's Offi he EBRD 
(i) Role of the Office of the Director for Canada 


The Director for Canada fills two generally complementary roles in his work at the 
Bank. He must work in the best interests of the Bank while ensuring that he also presents and 
defends Canada’s economic and political interests. The coincidence between the Bank’s 
fundamental objectives and Canada’s foreign policy, economic and trade interests ensures that 
the Canadian Director’s responsibilities towards the Bank and Canada seldom diverge. 


The Office therefore divides its time between: 
° the work of the Board of Directors in approving policies and projects; and 


. work with Canadian investors, equipment suppliers, financiers and consultants who 
wish to participate in Bank projects. 


The Office of the Canadian Director also represents the Government of Morocco 
which holds a relatively small share of the Bank’s capital. 


In terms of development of Bank policies, the Office of the Director for Canada 
has stressed the adoption of standard loan and investment products, transparent and expeditious 
procedures for processing projects, and continued commitment to administrative efficiency and 
cost control. The emphasis on transparency is particularly beneficial to Canadian firms wishing to 
exploit the market of the Bank’s countries of operations since it allows open and fair access to 
business and procurement opportunities. 


(ii) Policy and administration of the Bank 


In 1994, the Canadian Office was active in promoting the following improvements 
in the policies and administration of the Bank: 


° supported a zero nominal increase in the 1994 budget; 

° worked to achieve a modest 3.5 per cent increase in the 1995 administrative 
budget of the Bank; 

° opposed proposed salary increases for both Directors and staff; 

° successfully pushed the Bank to become more active in countries of strong interest 
to Canada such as Ukraine; 

° encouraged the Bank to decentralise more of its activities and to increase its 
involvement with the local private sector, including small- and medium-sized 
enterprises; 

° encouraged the Bank to adopt more innovative venture capital and small business 


loan programmes and to expand its investments in local financial intermediaries; 
and 


Lye 


° supported the Bank’s more active role in promoting policies and legislation which 
favour foreign investment in countries of operations through appropriate project 
conditionality and through making representations to governments. 


(iii) | Promotion of Canadian Interests 


The three members of the Canadian Office made a total of six trips to Canada to 
meet with business people, conduct seminars, speak at conferences, and consult with Government 
officials. The members of the Office also visited several of the Bank’s countries of operations 
(Russia, Ukraine, Kazakhstan, Moldova, Hungary, and Uzbekistan) to further Canadian business 
interests in the region. In addition, 1994 also saw the Office hold the first two EBRD 
Procurement Seminars in Toronto and Montreal as well as organise at the Bank’s headquarters a 
briefing session for Canadian bankers based in Europe. 


In terms of promotion of Canadian companies participation in Bank operations, 
the Office of the Director for Canada has emphasised private sector investments in addition to 
public sector opportunities. The December 1994 signing of a framework agreement between 
the Bank and the Export Development Corporation (EDC) will provide particular support to 
potential Canadian investors in the region by encouraging co-financing of Bank operations with 
EDC. The Office received in the order of 150 visits as well as some 250 additional enquiries 
during the year. In addition to the investment projects involving Canadian firms already approved 
by the Bank, a number of large private sector projects were under active discussion at year end in 
the mining, oil & gas, airport development, pulp & paper, and telecommunications sectors. 


Canadians play an active role in the Bank, well illustrated by the fact that one out 
of every 20 employees of the Bank is a Canadian citizen. Canadians occupy a number of key 
positions, including the Director of Personnel, two Directors of Country Teams, and the Bank 
Resident Representatives in Moscow (Russia), Kiev (Ukraine), Warsaw (Poland) and Minsk 
(Belarus). 


In the course of 1994, The Canadian Director was elected by his colleagues to 
chair informal meetings of the Board of Directors and of the Board Steering Group. Flowing 
from Canada's chairmanship of the G-7 Economic Summit in Halifax later this year, the Canadian 
Director convenes weekly and ad hoc meetings of G-7 Directors. 
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Tl. REVIE F THE REGIONAL DEVELOPMENT 


(a) Progress in Transition in Central and Eastern Europe 


Positive real output growth in 1994 appears to be widespread in Central and 
Eastern Europe (with the exception of Bulgaria and Romania), although its strength and 
sustainability varies greatly (see table 1). Albania has the fastest growth rate at 8 per cent, with 
growth in the Czech Republic, Hungary, Poland, and the Slovak Republic in the 1-5 per cent 
range. Agriculture has rebounded in most countries from the declines induced by drought and 
restructuring in 1992 and 1993, and is making a strong contribution to growth. An exception is 
Poland, where poor weather conditions will lead to a fall in output. 


Investment is now showing signs of recovery -- from a low base -- in Poland, the 
Czech Republic, and Hungary. In the two former countries, investment in machinery and 
equipment is particularly strong, but in Hungary the rapid growth relates mainly to public 
construction. The recovery in aggregate investment follows a long period of rising imports of 
investment goods, suggesting that restructuring has been progressing for some time. 


Chief sources of the recovery in aggregate demand in 1994 are strong growth of 
exports from all countries to the OECD area, primarily western Europe, and, in the more 
advanced countries, private consumption. With respect to exports, Poland and Slovakia led the 
way with growth of 20 per cent, followed by Hungary with growth of 12 per cent after a steep fall 
in 1993. It appears that the rise in exports is broadly based across commodity groups. With 
respect to private consumption in the more advanced countries, real wages have been rising and, 
with some stabilization in the labour market, household real incomes have tended to rise or at 
least stabilize. Buoyant tax receipts may indicate that entrepreneurial incomes have also grown 
strongly. Unemployment has fallen in the Czech Republic and Hungary, and in Poland it has 
remained steady, but at a relatively high level. In the other countries, unemployment has 
continued to increase, but only by about a percentage point. In nearly all countries, the share of 
long term unemployed increased. Employment increased in the Czech Republic and stabilized in 
Hungary and Poland. 


Rising exports have helped to reduce current account deficits in all countries 
except Hungary. In that country the increase in the deficit has been financed in part by increased 
foreign debt and a decline in net foreign assets. Current account balances in all countries have 
been improved by devaluation and import surcharges (Bulgaria, Hungary, Romania, Slovakia) and 
by tighter fiscal and monetary policy (Bulgaria, Romania, Slovakia). 


Debt reduction agreements were concluded by Poland and Bulgaria covering debt 
to banks and to official creditors. In 1994 Poland’s debt was reduced from US $47 to $39 billion, 
with most repayments occurring only after the year 2000. Bulgaria’s bank debt was reduced from 
US $8.9 to 6.0 billion. 
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Macroeconomic stabilization appears to be under control in Poland and the Czech 
Republic. In the other countries, stabilization policy needs to be tightened or firmly maintained. 
In Hungary a substantial fiscal tightening is planned for 1995, which may depress output in the 
next two years. In Slovakia, Romania, and Bulgaria stabilization packages were put in place in 
1994. If held to, these packages will also likely limit growth prospects in the near term, before 
strong and sustainable growth, led by the nascent private sector, is achieved. 


Significant structural changes have taken place in countries in which 
macroeconomic stabilization and liberalization are advanced. Most countries have made 
substantial progress in liberalizing the external trade and foreign exchange system, and in 
liberalizing prices and promoting price competition. Both large- and small-scale privatization 
and measures to promote enterprise restructuring are well along in the Czech Republic, 
Hungary, Poland, and Slovakia. As a result, although many large-scale state-owned enterprises 
are still struggling to survive, small privately-owned firms have proliferated. Partly through 
transfers of titles under the privatization programmes, and partly through the emergence of new 
firms, the share of the private sector in GDP is now close to or exceeds 50 per cent in Albania, the 
Czech Republic, Hungary, Poland, and Slovakia. The sectoral composition of output and 
employment has also changed, with the share of services, especially trade, banking, insurance, and 
communications expanding rapidly in a number of countries. 


Prospects for GDP growth in Central and Eastern Europe depend on the 
interaction between the stage structural reforms have reached and the stance of stabilization 
policy. In Poland and the Czech Republic growth seems soundly based and should remain in the 
range of 4-5 per cent over the near term. Here structural reforms are well advanced, so that 
continued tight monetary policy and fiscal restraint should not hinder short term growth 
prospects. Elsewhere the immediate priority is either to tighten stabilization policy or maintain 
programmes already in place. This will be most difficult in Romania and Bulgaria, where 
structural reforms are less well established and macroeconomic disequilibria greater. The 
necessity to maintain stabilization policy over the time needed to ensure success and progress in 
structural reform will likely limit growth prospects in the near term. 
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Table 1: Key Macroeconomic Variables, 1994 


(estimates) 
Real GDP Unemploy- Inflation Current Fiscal 
Growth ment Account Deficit/DGP 
(%) (%) (%) (US $b) (%) 
Albania 8.0 19 27 0.0 on 
Bulgaria -2.0 ik 81 at 8, -7.0 
Czech Rep. 2.4 4 9 0.6 0.0 
Hungary 1.0 1] he -3.5 -6.5 
Poland 4.5 ie, 30 -1.3 -4.0 
Romania 0.0 11 156 -0.7 -3.5 
Slovak Rep. 4.4 14 14 -0.4 -5.0 


Sources: IMF, World Economic Outlook, October, 1994; OECD, OECD Economic Outlook, 
December, 1994. 


(b) Progress in Transition in the Former Soviet Union 


Most of the new independent states of the former Soviet Union (FSU) have 
initiated comprehensive structural reform and the privatization of state enterprises. Structural 
reforms such as price and trade liberalization, enterprise restructuring, financial sector reform, and 
privatization have created the foundation for a market economy and removed the underlying 
causes of financial instability in several countries. As Table 2 suggests, however, the pace of 
reform differs substantially across these countries. The most uniform progress with structural 
reform has been made in the area of price liberalization and competition. On the EBRD's scale 
of 1-to-4, where 1 implies little or no progress with reform and 4 implies a market economy, ten 
of the fifteen FSU-states had achieved a level of 3 by mid-1994. By end-1994, Ukraine, Belarus, 
Kazakhstan and Georgia had also liberalized most prices as part of broadly-based economic 
reform programs. Only Turkmenistan maintains widespread price controls. 


By the end of 1994, several states of the FSU had also made far-reaching progress 
with reform of the trade and foreign exchange system. The most rapid progress has been made 
in the Baltic states of Estonia, Latvia, and Lithuania, where there are few import or export quotas, 
little direct government involvement in external trade, and nearly full current account 
convertibility at a unified exchange rate. In Estonia and Latvia, and to a lesser extent in Lithuania, 
the liberalization of the external sector combined with financial stability has led to an export boom 
and a rapid reorientation of trade towards the industrial economies of western Europe. Russia 
and the Kyrgyz Republic have also made significant progress with trade and foreign exchange 
market liberalization. Although some import quotas remain, they now have nearly full current 
account convertibility at a unified exchange rate. | 
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One of the outstanding issues with regard to Russia's foreign trade regime is the oil 
and gas sector. Although the formal system of oil export quotas has been abolished, there is a 
possibility that these might be replaced by domestic production quotas -- which would leave 
effective controls virtually unchanged. Furthermore, foreign investors face frequent changes to 
the tax and regulatory system governing the oil and gas sector, as well as uncertainty associated 
with access to Russian pipelines. Substantial private investment in Russia's energy sector will not 
be forthcoming unless these issues are resolved in a transparent manner. This is a serious problem 
not only for Canadian and other firms but for the Russian economy, since the energy sector offers 
the potential of rich and relatively rapid benefits for Russia if foreign investment can be tapped to 
develop its energy sector. 


In other countries such as Kazakhstan, Armenia, and Uzbekistan, the external 
sector has been partially liberalized, but restrictions remain on numerous imports and on the 
foreign exchange market (dual or multiple exchange rates, quantitative restrictions on foreign 
exchange transactions etc.). Meanwhile, Ukraine and Belarus -- which ranked only 1-out-of-4 in 
the category of foreign trade and exchange market liberalization by mid-1994 -- have put 
comprehensive trade reform measures in place in recent months as part of broadly-based 
economic programs supported by loans from the IMF. In Azerbaijan, Turkmenistan, and 
Tajikistan, the external sector is still characterized by widespread import controls and limited 
access to foreign exchange. 


Privatization is well-underway in the FSU, with most progress being made with 
the privatization of small enterprises -- state-owned enterprises with fewer than 50 employees. 
Estonia, Lithuania, and the Kyrgyz Republic have already completed comprehensive and 
well-designed small-scale privatization programs. By mid-1994, these countries had sold (or 
shut-down) all small state-owned companies. Russia, Latvia, Armenia, and Uzbekistan have also 
completed most aspects of the privatization of small enterprises, but certain issues relating to 
ownership and the transferability of assets need to be resolved. In Ukraine, Belarus, Kazakhstan, 
Georgia, and Tajikistan, a substantial portion of small enterprises has been privatized but political 
opposition to reform and administrative bottlenecks have slowed the pace of small-scale 
privatization. Meanwhile, in Azerbaijan and Turkmenistan the privatization of small enterprises 
has yet to begin. 
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With regard to the large-scale privatization (medium-and-large-sized enterprises) 
Russia, Estonia and Lithuania are in the lead. The privatization of state enterprises in the 
industrial sector is nearly complete in these countries. The Czech-style program of mass 
privatization adopted in Russia in 1992 has led to the privatization of over 70 per cent of 
enterprises in the manufacturing sector. Privatized and new private enterprises now account for 
nearly 80 per cent of employment in Russia's manufacturing sector. Furthermore, the vouchers 
(coupons redeemable for enterprise equity) distributed to every Russian citizen in late 1992 as 
part of the privatization program have spawned a growing secondary market in equity and 
allowed Russians to profit from economic reform. In the second half of 1994, the Russian 
authorities embarked on the second stage of the privatization program, in which the government 
will sell its remaining stakes in most large industrial enterprises directly to the market. This 
process is expected to be complete by the end of 1996. Progress with large-scale privatization in 
the agricultural and mining sectors has, however, been far slower and less coherent. A majority 
of large farms remain state-owned and issues relating to the ownership and use of land remain 
unresolved. Furthermore, in most FSU states political opposition to agricultural reform is strong, 
particularly from neo-communist parties. 


In most other FSU states, comprehensive plans for large-scale privatization have 
been developed, but few sales have taken place. Ukraine, Kazakhstan, and Belarus have drafted 
mass privatization schemes such as the one adopted in Russia. 


The liberalization of external trade and domestic prices, and the privatization of 
state enterprises have produced substantial benefits in the countries where these reforms are well 
established. The freeing of prices has eliminated the shortages of key consumer goods which 
were once characteristic of the "Soviet era", has reduced excess liquidity in the economy, and has 
led to a more efficient allocation of resources. The deregulation of prices has also removed many 
of the incentives to engage in black market activity. The efficiency of resource allocation has 
been strengthened by privatization, as enterprises shed excess labour and make production and 
investment decisions based on market forces. Privatization has also contributed to fiscal 
adjustment by removing the burden of money-losing state enterprises from public finances. 
Furthermore, privatization and economic deregulation have produced large and growing private 
sectors. In Russia and the three Baltic states, the private sector accounts for over 50 per cent of 
GDP. Meanwhile, trade liberalization has strengthened price deregulation and reduced monopoly 
power in the FSU (which, by virtue of the industrial structure inherited from central planning, was 
substantial) by subjecting domestic producers to competition from the rest of the world. Foreign 
trade liberalization has also expanded the availability of consumer goods in the FSU, and provided 
new export markets in industrial countries. 


The benefits of these structural reforms will not be fully realized, however, unless 
the authorities in the FSU take resolute action on two fronts: enforcement of financial discipline in 
the economy, and financial stabilization. Although other structural reforms have been speedily 
implemented in many FSU states, governments have been slow to put in place measures to 
enforce (or harden) the budget constraints facing state and newly-privatized enterprises, and to 
promote a more efficient allocation of capital. The key reforms in this regard are enterprise 
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restructuring and banking sector reform. Estonia is the only FSU state in which meaningful 
progress has been made in both these areas. The authorities there have (through a combination of 
tight macroeconomic policy, privatization, the enforcement of bankruptcy legislation, and the 
creation of a competitive banking sector) created the structures necessary to promote corporate 
governance. In all other FSU states, enterprise restructuring has proceeded very slowly, with 
most governments loathe to pursue policies that would lead to additional (though transitional) 
output and employment losses. 


The lack of progress with enterprise restructuring and banking reform undermines 
the allocative role of the price mechanism. Because enterprises in most FSU states still do not 
face a credible threat of bankruptcy, they have little incentive to respond to market forces. The 
result, in most countries of the former Soviet Union, has been a rapid accumulation of 
inter-enterprise arrears. This privately-generated liquidity not only erodes the price mechanism 
but makes it more difficult for the monetary authorities to influence liquidity conditions in the 
economy. 


The benefits of structural reform are also threatened by the lack of progress in 
reducing macroeconomic imbalances and reining in inflation. With the notable exception of the 
Baltic states -- particularly Estonia and Latvia -- most FSU-states have been unable to bring about 
a lasting decline in inflation. In Russia, Ukraine and Belarus, for example, monthly inflation 
remains above 10 per cent per month, or 200 per cent per year. The factors underlying high 
inflation in these countries are large budget deficits financed by printing money, and directed 
(central bank) credits to money-losing state enterprises. High inflation has deterred domestic 
savings and foreign investment and, thereby, has deprived these countries of the financing 
necessary to foster sustainable economic growth. 
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Although the past year was essentially a year of consolidation after three years of 
_ rapid expansion in operations, the Bank exceeded its operational targets with financial results 
above expectations. In addition, for the first time since its inception, the Bank met the portfolio 
requirement under its Charter which stipulates that not more than 40 per cent of its total 
commitments be provided to the state sector. The Bank also achieved a broad geographical 
diversification, with a marked increase in the use of equity investments. 


The budgetary discipline which was initiated in the second half of 1993 under its 
new President, Jacques de Larosiére, was consolidated in 1994 with tighter management of 
administrative expenses and firmer control systems, producing savings in the administrative 
budget. This reflects President de Larosiére's priorities to restore and strengthen the Bank's 
credibility, put in place a more efficient organizational structure, and more clearly define 
objectives and missions. 


(a) Objectives and Benefits 


The primary purpose of the EBRD is to foster the transition towards democracy 
and open market-oriented economies, and to promote private and entrepreneurial initiative in the 
countries of Central and Eastern Europe and the former Soviet Union. The Bank's mandate gives 
special emphasis to the promotion of democratic institutions and human rights in its countries of 
operations. 


The Bank offers a full range of funding on market terms including: 


° Loans with maturities of up to ten years for commercial enterprises and up to 
fifteen years for public infrastructure projects; 


. Equity investments; and 


° Selected financial guarantees and underwriting facilities. (Note, the Bank does not 
issue guarantees for export credits nor undertake insurance activities.) 


_ The Bank was initially established with two operations departments -- 
i.e. Merchant Banking and Development Banking. In November 1993, Directors approved a 
re-organization of the operations departments into a unified Banking Department, headed by two 
Vice Presidents. Following the departure of Vice President Mario Sarcinelli (Region South) in 
April 1994, the Banking Department was consolidated under First Vice President Ronald 
Freeman. 


In carrying out its functions, the Bank works in close cooperation with member 
countries and international organizations, such as the International Monetary Fund (IMF), the 
World Bank Group, the Organisation for Economic Co-operation and Development (OECD), the 
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European Commission (EC), the European Investment Bank (EIB), and United Nations (UN) 
and its various specialized agencies. 


Canada continues to support the EBRD as a catalyst to private sector development 
in a region dominated for decades by inefficient state-owned enterprises. The transition to open 
market-oriented economies in Central and Eastern Europe and the former Soviet Union will 
ultimately result in a stronger, more robust world economy. Global trading opportunities will 
similarly be enhanced as Canadian and other companies enter these new markets. 


(b) Environmental Concern 


The Bank is directed under its Articles of Agreement to promote environmentally 
sustainable development in the full range of its activities. To address the broad range of 
environmental issues in Central and Eastern Europe and the former Soviet Union, the Bank has 
adopted a two-fold operational strategy which involves both program- and project-specific 
approaches. 


° The program approach aims at joint action to address regional-scale issues. 
Currently, this is focused on the Baltic and Danube regions. In addition, the Bank 
is also participating in the Black Sea Environmental Program. 


° The project approach aims to solve specific environmental problems through 
investment, combined with appropriate policy and institutional measures. 


Many of the Bank's operations include a specific environmental focus. In 1994, 
the Bank's environmentally-oriented infrastructure projects included the Tallinn Water and 
Sewerage Municipal Enterprise project in Estonia and the rehabilitation and improvement of 
municipal water services in five Romanian cities. In addition, the EBRD financed 12 technical 
cooperation operations which provided support for the preparation of environmental 
infrastructure projects. 


(c) Multiparty Democracy and Pluralism 


Article 1 of the Bank's Charter limits its operations to countries committed to and 
applying the principles of multiparty democracy and pluralism. In practice, the Bank's operations 
have, in fact, been closely tied to its country strategies regarding democracy and good 
government. The monitoring performance in this area is done in close cooperation with the 
European Union, the Organization for Security and Cooperation in Europe (OSCE), the Council 
of Europe and Ministries of Foreign Affairs of various member states. 


If a country of operation implements policies inconsistent with the Bank's mandate 
in the area of multiparty democracy and pluralism, the Bank has the power to postpone, restrict or 
suspend some or all of its operations. 
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(d) EBRD Resources 


The activities of the Bank are divided into ordinary operations and special 
operations, depending on the source of funding: 


(i) Ordinary Capital Resources 


The authorized capital of the Bank is ECU 10 billion! (C$17 billion), divided into | 
1 million shares. Nearly all of the authorized capital has been subscribed (see Table A). The 
authorized capital is comprised of paid-in shares and callable capital. The callable capital of 
ECU 7 billion is subject to call only in the unlikely event that it is required to meet the Bank's 
financial obligations to bondholders. 


Paid-in capital of ECU 3 billion is being provided in hard currency by shareholders 
in equal annual instalments over five years, half in promissory notes and half in cash. At the end 
of 1994, ECU 2.27 billion had been paid-in. The remaining ECU 0.73 billion is to be paid in 
1995. 


In 1994, the Bank's assets grew from ECU 7.0 billion to ECU 7.5 billion. Its 
disbursements in 1994 were 43 per cent greater than 1993. At the end of 1994, project 
disbursements reached ECU 1.1 billion. In spite of difficult market conditions in 1994, the Bank 
reported a net income of ECU 1.0 million (compared to a net income of ECU 4.1 million in 
1993). 


(ii) Market Borrowings 


The Bank borrowed funds equivalent to ECU 910 million from international 
capital markets in 1994. Funds were raised in eight different currencies and swapped into floating 
rate instruments, primarily in US dollars, ECU and deutschemarks. 


Cumulative borrowings by the Bank at year-end 1994 totalled ECU 2.9 billion 
(including two borrowings of C$250 million each in 1993) with an average maturity of 4.8 years 
at an average cost of funds of LIBOR minus 37 basis points. 


Standard & Poor's has assigned AAA long-term and A-1+ short-term ratings to the 
EBRD debt issues, reflecting the Bank's strong capital-asset ratio. Moody's has similarly rated the 
EBRD long-term bonds triple-A. 


(iii) Technical Cooperation Funds 


Cooperation Funds are grants from bilateral donors to finance technical assistance 
activities which facilitate the preparation, financing and implementation of projects. During the 


The European Currency Unit (ECU) is the unit of account for all EBRD transactions. The ECU is a composite 
currency, consisting of the fixed amounts of the currencies of the twelve member states of the European Economic 
Community (EEC). At the end of 1994, one ECU had a value of C$1.7224. 
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year, the Bank signed eight new Cooperation Fund Agreements with bilateral donors. As of the 
end of 1994, the Bank had entered into 35 bilateral agreements with an aggregate amount of ECU 
233 million. Of this amount, the Bank had committed to a total of 817 technical cooperation 
projects with a value of ECU 223 million (C$384 million). 


(iv) Nuclear Safety Account 


In March 1993, the Nuclear Safety Account (NSA) was established at the initiative 
of G-7 countries to address safety improvement measures not covered by bilateral programs in 
countries of Central and Eastern Europe and the former Soviet Union. This multilateral fund is 
administered by the Bank on behalf of, and under the general direction of, the contributing 
member countries. 


At the end of 1994, 14 donor countries and the European Commission had made 
pledges in the amount of ECU 154 million (C$265 million). For its part, Canada had contributed 
C$7.5 million. At the end of 1994, two grants had been approved by contributors to upgrade 
Nuclear Power Plants (NPPs) in two countries -- i.e. ECU 24 millions for the Kozloduy NPP in 
Bulgaria, and ECU 33 millions for the Ignalina NPP in Lithuania. In addition, two other projects 
are being developed by contributors in the Russian Federation -- i.e. ECU 30 millions for the 
Leningrad NPP and ECU 45 million for the Novovoronezh and Kola NPPs. 


As the current project pipeline is expected to exhaust current resources, a 
replenishment of the NSA will be required before further assistance can be provided. At the 
Naples Summit, the G-7 leaders agreed to provide US$200 million toward an Action Plan to 
support the closure of Chernobyl nuclear power plants in Ukraine. The Action Plan also provides 
for the replenishment of the NSA. To date, the exact size of the replenishment of the NSA 
remains to be decided. 


(e) Loans and Equity Investments 


The Bank's project portfolio continued to grow during 1994. Directors approved 
109 projects in 1994 in the Bank's countries of operation, bringing the total number of projects 
approved since the inception of the Bank to 251. Cumulative approvals at the end reached ECU 
5.8 billion (approximately C$10 billion) -- of these, 65 per cent were in the private sector and 35 
per cent were public sector loans (see Table B). For the first time, the Bank reached its required 
global portfolio ratio. Based on private sector commitments (i.e. financings approved and 
signed), this ratio reached 62 per cent at the end of 1994. 


While the Bank had approved investment projects for 24 countries by the end of 
1994 (compared to 19 countries at the end of 1993), the five most active borrowers account for 
almost two-thirds of all operations. The Russian Federation is the largest recipient with 16.9 per 
cent of the Bank's commitments. 
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The financial sector formed the largest individual sector in the Bank's portfolio at 
the end of 1994 (see Table C). Approximately 35 per cent of the EBRD's financing activities 
were directed to support financial intermediaries in 1994. Infrastructure projects to support 
private sector growth also remain prominent, particularly in the areas of transport, 
telecommunications, and energy and power generation. 
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v. NCLUSION 


Four years after the inception of the Bank, developments in the region have clearly 
demonstrated that the EBRD is playing an important role. The speed at which the Bank has 
grown since it started operations in April 1991 is impressive. The Bank has approved more than 
251 operations and committed close to C$10 billion to the region. In addition, it has approved 
more than 877 technical cooperation projects which have committed an additional C$384 million. 


Canada remains confident of the Bank's continuing strong commitment to provide 
effective assistance to the countries of the region in the difficult and challenging process of 
economic transition. 
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VI. POSTSCRIPT 


Further information on the EBRD can be found in its Annual Report. The EBRD's 
Annual Report can be obtained in writing to: 


European Bank for Reconstruction and Development 
One Exchange Square, 

London, EC2A 2EH 

United Kingdom 

Tel: 011-44-71-338-6541 

Fax: 011-44-71-338-6100 


Staff of the Canadian Director's Office at the EBRD may be reached as follows: 


Mr. John Coleman, Director Tel: 011-44-71-338-6457 
Mr. David Horley, Alternate Director Tel: 011-44-71-338-6509 
Mr. Francois Lecavalier, Assistant Tel: 011-44-71-338-6458 
Mrs. Diana Price, Secretary Tel: 011-44-71-338-6507 


Fax: 011-44-71-338-6062 


TABLE A 


Statement of Capital Subscriptions 


(ECU millions) 
Callable Paid-in Total 
Capital Capital . Capital 
Recipient Countries 861 369. e230) 
G-7 Countries 
Canada 238 102 340 
France 596 256 852 
Germany 596 256 852 
Italy 596 256 852 
Japan 596 256 852 
United Kingdom 596 256 852 
United States 700 300 1,000 
G-7 Total 3,919 1,680 5,599 
Other Non-Recipient 
Countries Dee Aloe, 916 3,055 
Unallocated 81 35 116 


Total 7,000 3,000 10,000 


TABLE B 


LOANS AND EQUITY INVESTMENTS BY COUNTRY 


Regional 
Albania 
Armenia 
Azerbaijan 
Belarus 


Bulgaria 
Croatia 

Czech Republic 

Estonia 

FYR Macedonia 


Georgia 
Hungary 
Kazakhstan 
Kyrgyzstan 
Latvia 


Lithuania 

Moldova 

Poland 

Romania 

Russian Federation 


Slovakia 
Slovenia 
Turkmenistan 
Ukraine 
Uzbekistan 


Cumulative to 
December 31 1994 
(ECU millions) 


Cumulative to 
December 31 1993 


3.4% 
48.7 0.8% 
65.4 1.1% 
43.4 0.8% 
2.5% 


Papa: 

95:1 1.6% 
482.3 8.4% 
104.4 1.8% 
1.4% 


0.3% 
742.5 12.9% 
111.9 1.9% 
16.2 0.3% 
59.5 1.0% 


82.8 1.4% 
25.5 0.4% 
900.5 15.6% 
471.0 8.2% 
1,074.0 18.6% 


JE AY 4.7% 
308.9 5.4% 

SOL 0.6% 
161.9 2.8% 
104.8 1.8% 


TE 1s70 
100.0 3.0% 

0.0 0.0% 
1.2% 


1.1% 

0.8 0.0% 
550.1 16.4% 
402.7. 12.0% 
14.0% 


Oo 
154.4 4.6% 
0.0 0.0% 
8.0 0.2% 
21.3 2.7% 


350.4 14.5% 
68.3 2.8% 
604.3. 25.1% 


89.3 3.7% 
154.5 6.4% 
36.7 1.5% 
153:9 6.4% 
13.0 0.5% 


3,363.3 100.0% 2,408.7 100.0% S77 2.0 100% 


Source: EBRD Annual Report for 1994. 
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TABLE D 


1994 CONTRACTS TO CONSULTANTS 
Bank Budget and Technical Cooperation (TC) Funds 


Nationality of No. of TC Fund| Fund] % of % of % of 
Consultant Contracts (M ECU) ECU)} Value 


(M |(M ECU) Value |(MECU)! Value 


Australia 0.14 0.27% 0.00 0.00% 0:14 0.20% 
Austria 0.77 a'gh.51% 0.05 0.25% 0.82 1.16% 
Belgium 0.86 1.68% 0.85 4.28% Leth eZ Al 
Bulgaria 0.00 0.00% 0.01 0.05% 0.01 0.01% 
Canada 0.54 1.06% 0.28 1.41% 0.82 1.16% 


China 0.00 


0.00% 0.02 0.10% 0.03% 


Cyprus 0.00 0.00% 0.03 0.15% 0.03 0.04% 
Czecn tk: 0.00 0.00% 0.01 0.05% 0.01 0.01% 
Denmark 1.87 3.66% 0.06 0.30% 193.) 2si2y6 


Finland 0.39 0.76% 0.17 0.86% 0.56 0.79% 


France 3:93 3 Ui69% 3,05. 418.37% 10.68% 
Germany 4.03 7.89% 0.05 0.25% 4.08 5.75% 
Greece 0.00 0.00% U5") oO lave 0.03 0.04% 
Hungary Uis200) 4.02% 0.02 0.10% 0.54 0.76% 
Iceland 0.03 0.06% 0.01 0.05% 0.06% 


Sas) 


Ireland 5.07% 0.09 0.45% 3.78% 


Israel 0.23 0.45% 0:05) ~ 0.2574 0.28 0.39% 
Italy 2.69. 9 3:27% 0.00 0.00% 2.69 3.19% 
Jamaica 0.00 0.00% 0.01 0.05% 0.01 0.01% 
Japan 0.08 0.16% 0.00 0.00% 0.11% 
Luxembourg 2 0.09 0.18% 0.00 0.00% 0.09 0.13% 
Netherlands oY, 627 5125/6 Osea lS kya 6.58 9.27% 
New Zealand 1 0.00 0.00% 0.01 0.05% 0.01 0.01% 
Norway 5 0.49 0.96% 0:25) <1.20% 0.74 1.04% 
Philippines 2 0.03 0.06% 0.01 0.05% 0.06% 
Poland 3 0.04 0.08% 0.12 0.60% 0.23% 
Portugal 22 0.15. 7°0:29% 0.04 0.20% G.19° (O:277%5 
R. of Korea 1 0.27 0.53% 0.00 0.00% 0.27 0.38% 
Romania 2 0.00 0.00% 0.01 0.05% 0.01 0.01% 
Russia 12 0.31 0.61% 0.14 0.70% 0.63% 
Slovak R. 1 0.00 0.00% 0.02 0.10% 0.02 0.03% 
Slovenia 0.04 0.08% 0.03 0.15% 0.07 0.10% 
Spain 1352)5922:98% 0.05 0.25% ES/ 221% 
Sweden 2.24 4.38% 4.33 21.79% 6.57 9.26% 


1.69% 
0.35 0.49% 


0.29 1.46% 
0.35 1.76% 


1.78% 
0.00% 


0.91 
0.00 


Switzerland 


Turkey 


Ukraine 0.00 0.00% 0.01 0.05% 0.01 0.01% 
United Kingdom 16.29 31.88% 7.48 37.64% 23.77 33.50% 
United States CPA TY BPA Se 1.08 5.44% 4.80 6.76% 


aeiGee 51.09 100.0% 19.87 100.0% 70.96 100.0% 
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TABLEAU C 


Au 31 décembre 1993 Au 31 décembre 1994 
n millions d'é (%) illi n millions d'é (%) 
Finances, administration 20,9 % 8385:% 1 631,7 28,3 % 


Transport 18,1 % 20,4 % LO is 19,1 % 
Télecommunications 17,6 % 8A% 7963 13,8 % 


Energie/production 98% 97% 5642 98% 
d'électricité 
10,4 % 8.8 % 559.5 97% 
Fabrication 
13,0 % 18% 481,7 8.3% 
Industries extractives 
42% 6,8 % 305,6 53% 


DCEC, lignes de 
cofinancement et FRI 


24% 24% 1376 24% 
Commerce, tourisme 

16% Fags hy 5 118.6 2,1 % 
Affaires agricoles 

18% 06% pheys 13% 
Services Commun., sociaux 


ible ph. a a eo 3 363,3 100,0 2 408,7 100,0 % 5 772,0 100,0 % 


“ DCEC : Délégations de crédits pour l'Europe centrale 
FRI : Fonds régionaux d'investissement 
Source : Rapport annuel de la BERD, 1994. 
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Progression de la transition en Europe centrale, en Europe orientale et dans l'ex-Union Soviétique 
(voir ci-dessous le syst¢me de classification utilisé pour les indicateurs de transition*) 


Institutions 
Contribution du Entreprises Marchés et commerce financiéres 
secteur privé 
au PIB** Privatisation a | Privatisation 4 | Restructuratio Libéralisation des Commerce et Réforme du 
(%) grande échelle | petite échelle n des prix et concurrence | régime de change | secteur bancaire 
entreprises 
Albanie 
Arménie 
Azerbaidjan 
Bélarus 
Bulgarie 
Croatie 
République tchéque 
Estonie 
Ex-Rép. yougoslave de 
Macédoine 
Géorgie 
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Hongrie 
Kazakhstan 
Kirghizistan 
Lettonie 
Lituanie 
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Moldova 

Pologne 

Roumanie 
Fédération de Russie 
République slovaque 
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Slovénie 

Tadjikistan 

Turkménistan 

Ukraine 

Ouzbékistan ‘LS 

Source : Rapport de transition (octobre 1994, BERD) 

“J La classification des indicateurs de transition utilise une échelle de 1 4 4, ot «1» signifie peu ou pas de progrés et «4» signifie une 
économie de marché. 


“< Estimation provisoire de la BERD disponible au milieu de l'année 1994. 
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INTRODUCTION 


The European Bank for Reconstruction and Development (EBRD) was 
established in 1991. Its aim is to foster the transition towards open, market- 
oriented economies in Central and Eastern Europe as well as in the successor 
republics to the Soviet Union and to promote private and entrepreneurial 
initiative in countries which are committed to the fundamental principles of 
multiparty democracy, pluralism and a market economy. 


The Bank seeks to help its 25 countries of operations implement structural 
and sectoral economic reforms, taking into account the particular needs of 
countries at different stages in the transition process. In particular, its activities 
focus on private sector development, including the strengthening of financial 
institutions and legal systems, and the development of infrastructure needed 
to support the private sector. The EBRD has 59 members (57 countries and 
two institutions, the European Commission and the European Investment 
Bank). Membership and countries of operations are listed in Annex 1. 


Canada is the eighth largest shareholder, following the remainder of the G-7 
and the Russian Federation. Our formal participation is authorized under the 
EBRD Agreement Act which was promulgated in February 1991. Under 
Article 7 of that Act, it is stated that: 


“The Minister [of Finance] shall cause to be laid before each House of 
Parliament by March 31 of each year, or if that House is not then sitting, 
on any of the 30 days next thereafter that it is sitting, a report of 
operations for the previous year, containing a general summary of all 
actions, including their human rights aspects and sustainable 
development aspects, taken under the authority of this Act.” 


This report responds to this requirement and reviews the activities and 
operations of the Bank for the year 1995. 


OPERATIONAL PRIORITIES 


Although the Bank shares many characteristics of other multilateral 
development banks, it has certain unique features. One of these is the 
explicit link between its financing operations and civil and political rights in 
the countries of operations. This two-pronged mandate is enshrined in the 
Bank’s founding charter, and differentiates its purpose and character from 
that of other international financial institutions. 


The Bank’s main role is to promote economic transformation in its countries of 
operations, though acting as a catalyst for increased flows of financing to the 
private sector. By providing an umbrella under which a range of funding for 
private sector investment can be assembled, the EBRD plays a significant role 
in mobilizing capital for Central and Eastern Europe. 


REPORT ON OPERATIONS UNDER THE 


Financial Highlights 


a /In 1995, the Bank achieved a net profit of ECU’ 7.5 million after provi- 
sions, compared with ECU 7 million a year earlier. Operating profits 
before provisions of ECU 82.9 million were more than three times the 
1994 level of ECU 24.9 million. 


Provisions against losses totalled ECU 75.4 million in 1995, reflecting the 
strong growth in commitments and disbursements. Provisions, more 
than three times the 1994 level, were charged on the basis of the newly 
established provisioning policy, which applies additional prudential 
requirements against the increased portfolio risks associated with the 
higher level of commitments. 


After five years of operation, the Bank has approved 368 projects worth 
ECU 7.9 billion for 24 different countries. The Bank expects the annual 
level of its approvals to rise steadily from ECU 2.0 billion in 1995 to about 
ECU 2.5 billion in 1999. 


Last year, 71 per cent of signed projects and 85 per cent of approved 
projects were in the private sector. The first disbursements in four new 
countries — Azerbaijan, Croatia, Georgia, and Kyrgyzstan — were made. 


Equity investments accounted for a quarter of the value of all approved 
projects, and the Bank used a series of credit lines to local banks and a 
number of new investment funds to better target small and medium- 
sized companies. 


The significant expansion in the Bank’s business which has taken place 
over the past three years has been achieved without any real, i.e. after 
inflation, increase in administrative costs. Overheads are down from 
30 per cent of operating costs in 1993 to about 24 per cent today. 


Indeed, the projects of the Bank have a dual purpose. They are intended not 
only to directly support the transition from a command to a market economy 
in countries of operations, but also to create a demonstration effect to attract 
foreign and domestic investors. Like the World Bank’s International Finance 
Corporation (IFC), the Bank is required to operate on a strictly commercial 
basis and therefore must attract companies to less familiar countries through 
financially viable projects, not through subsidies. 


1 The ECU is the standard unit of account for the EBRD’s operations. It represents a 
weighted basket of 11 European currencies. At the end of 1995, the exchange rate was 
ECU 1 =O S1.7489) 
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Nevertheless, there remain many countries and sectors in the region that 
continue to receive limited attention from investors. Fully three-fourths of the 
U.S. $18 billion of foreign direct investment in EBRD clients in 1991-1994 
went to just four countries — the Czech Republic, Hungary, Poland and the 
Russian Federation. By way of comparison, Albania received a scant 

U.S. $130 million in foreign direct investment over this period, compared to 
U.S. $6.4 billion invested in Hungary. Part of the EBRD’s mission is to help 
fill these gaps by signalling to investors areas within countries of operations 
which have good potential for investment. 


The Bank almost always acts with partners — such as banks, local and 
international companies — in financing its project loans, and, in general, puts 
up no more than a third of the capital required. At the end of 1995, the EBRD 
had approved investments totalling ECU 7.9 billion (C $13.8 billion) which 

in turn Supported projects with an overall value of ECU 24.8 billion 

(C $43.4 billion). As the scale suggests, the EBRD is now a key financial 
institution in this part of the world. 


The Bank operates under a number of financial and other constraints. First, it 
lends on commercial (or market) terms at higher rates than, for instance, the 
European Investment Bank (which is an European Union [EU] institution which 
borrows on a triple-A basis and finances investments in EU and other 
European countries). Its adherence to commercial principles means that it 
operates in a narrower field than most other development banks (which, 
through their associated concessional development funds, are able to provide 
financing on softer than commercial terms) and this has led to some charges 
of excessive caution. However, commercial terms ensure that the Bank does 
not displace private financing. Second, as part of its mandate for private 
sector development, the Bank engages in a large number of time-consuming 
and relatively high-risk deals in its countries of operations. To cover the risks 
of its portfolio, the Bank is engaged in an active programme of building its 
provisioning reserves. 


To fulfill its mandate, the Bank has undertaken a number of structural reforms. 
It has streamlined its administrative procedures and expanded partnerships 
with other institutions in financial and other sectors. Indeed, the Bank has 
stepped up its merchant banking activities in the financial area, taking equity 
stakes in and strengthening its relationships with commercial banks, financial 
institutions and investment firms in many of its countries of operations. Such 
activities now account for 25 per cent of its business. 


The Bank has also extended this approach to industrial sectors, by building 
“multi-project facilities” with corporations from Central and Eastern Europe as 
well as from the more advanced industrial countries. By initiating such 
“oackage deals”, it spreads its financing more effectively, enabling the support 
of small projects which might otherwise have been too small to undertake. In 
addition, the Bank continues to work actively with local and regional banks, 
providing them with funds and guaranteeing their loans. In turn, this indirectly 
increases financing for many small- and medium-sized enterprises (SMEs). 
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The pursuit of a “local presence” in the countries of operations has become a 
key operational priority of the Bank. The Bank is now paying greater attention 
to the needs of emerging SMEs in countries of operations. In addition to the 
financing it provides financial intermediaries in countries of operations for 
onward lending to SMEs, it is also developing a series of venture capital funds 
(there are now 21) to help address the critical needs for more venture capital 
in SMEs. 


KEY DEVELOPMENTS IN 1995 


In 1995, the Bank attempted to diversify its projects both commercially and 
geographically. Commercially, it broadened its private sector activities and 
sharply increased its loan and equity investment portfolio. It exceeded its 
target of ECU 1.9 billion (C $3.3 billion) in new commitments: new 
commitments reached ECU 2.0 billion (C $3.5 billion) for 110 new projects. 
The cumulative total of signed projects at the end of 1995 stood at 

ECU 5.9 billion (C $10.3 billion). Net disbursements in 1995 rose to 

ECU 987 million (C $1.7 billion), a sharp increase over the year before, 

and cumulative disbursements reached ECU 2.1 billion (C $3.7 billion). 


EBRD Operational Indicators 
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Geographically, the Bank continued to diversify its operations, shifting its 
focus from the reform-minded states of Central Europe towards the more 
challenging countries in Eastern Europe and the former Soviet Union. 
Nevertheless, commitments in five countries — Hungary, the Czech Republic, 
Slovakia, Poland, and Romania — accounted for almost 50 per cent of the 
EBRD’s signed commitments for loans and equity investments in 1995. 
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At the end of 1995, the Bank had committed projects in 24 of its 25 countries 
of operations (with only Tajikistan missing from the list), as well as 17 regional 
projects. First disbursements took place on projects in Azerbaijan, Croatia, 
Georgia and Kyrgyzstan. 


The development of the financial sector is critical to the future development of 
the private sector in many of the Bank’s countries of operation and, as such, 
is a high priority for Bank activities. The Bank is taking equity stakes in a 
number of financial institutions in countries of operation with a view to 
improving the quality of financial services and the degree of competition within 
financial sectors. In 1995, the Bank signed 43 agreements to finance financial 
sector activities totalling ECU 546 million (C $954 million). The Bank also 
committed a further ECU 987 million (C $1.7 billion) to the transport, 
telecommunications and energy sectors. 


The Bank is seen as an attractive partner by the international banking 
community. More than 95 international banks have to date participated in 
EBRD programs supporting private sector projects. The number of 
co-financing partners has also continued to increase in 1995. In its 

416 investments, the Bank has worked with 283 companies from 

47 countries. 


The EBRD organized 322 technical cooperation projects in 1995 worth nearly 
ECU 100 million (C $175 million), which facilitated investment and lending 
operations by providing much needed financing for the preparation and 
implementation of projects. In addition, eight new Co-operation Fund 
Agreements were signed with bilateral donors. 


ADMINISTRATIVE EFFICIENCY 
AND Cost EFFECTIVENESS 


The EBRD has also made progress in extending its resident office network. 

At the end of the year, it had 18 local offices covering 16 countries of 
operations. The number of employees in resident offices has grown from less 
than 30 professionals at the end of 1993 to 66 at the end of 1995, with half of 
the professional staff recruited locally. The resident offices are now moving 
from representational activities to much more active involvement in extending 
Bank operations. 


At the same time, the Bank has been able to keep its budget under strict 
control. In 1995, the Bank’s administrative spending was frozen in real, 
i.e. after inflation, terms. In part, this was achieved through cost-saving 
measures, such as the continued subletting of part of the Bank’s 
Headquarters building which has significantly cut expenditures and raised 
the Bank’s income. 
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Reducing the Costs of the Board of Directors Budget 


A source of friction with shareholders has been the Board of Directors’ share 
of the administrative budget. In recent years, the Board has accounted for 
about 12 per cent of the Bank’s administrative spending, i.e. about three 
times that of other regional banks. At the 1994 Annual Meeting of the Board 
of Governors, Secretary of State Doug Peters proposed a broad review of 
the administrative costs of the Board of Directors with a view to achieving 
substantial budgetary savings. 


In July 1995, a subcommittee of the Board of Directors chaired by the 
Canadian Director John Coleman, reached agreement on a 20.8 per cent 
reduction in Board personnel costs (effective June 1996) and a reduction 
of one-third in the space occupied by Directors’ offices. Overall savings are 
estimated to be nearly £3 million, corresponding to 20.7 per cent of the 
1995 Board of Directors’ budget. 


TRANSITIONAL IMPACT OF 
THE BANK’S OPERATIONS 


Each year, the Bank publishes a detailed Transition Report which reviews the 
process of transition in each of its countries of operations. The Report’s key 
summary statistics are provided in Table 1. The Report notes that many 
countries have made good progress on the early stages of transition. 
Nevertheless, it cautions that, without continued adherence to sound 
macroeconomic policies, the intermediate and later stages of reform could 
quickly falter. 


The Report notes that, over the past year, the most rapid progress in transition 
has taken place in the countries of the former Soviet Union. Nevertheless, in 
most FSU countries, the private sector accounts for less than 50 per cent of 
economic activity. In large part, the more advanced the transition in a given 
economy, the higher the share of private sector transactions. 


Generally, progress on economic transition together with macroeconomic 
stability and the resumption of growth have created promising conditions for 
foreign and domestic investment in many parts of the region. Current levels of 
foreign investment, however, remain low and highly skewed. By way of 
comparison, the Report notes that the Bank’s 25 countries of operations, with 
a combined population of 400 million, receive roughly the same level of foreign 
investment as Malaysia, which has a population of 20 million. 
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The Private Sector Focus of the Bank 


The EBRD’s Articles of Agreement require that the Bank achieve a 
60/40 ratio (the so-called portfolio ratio) in its private/public sector 
activities, both globally and in individual countries after five years 
of operations. 


The global portfolio ratio was satisfied in 1995 with 62 per cent of the 
Bank’s total commitments linked to private sector activities. Progress in 


reaching the individual country ratios was variable. The target was 
reached in only eight of the Bank’s 25 countries of operation at the end of 
1995. Four countries (Armenia, Azerbaijan, Georgia and Tajikistan) have 
had no private sector commitments to date. 


In general, the portfolio ratio has been difficult to attain in countries which 
are in the early or intermediate stages of transition. Not surprisingly, most 
of these countries have relatively small private sectors. But the target 
remains a useful goal for transition. 


The Report concludes that the EBRD and other international financial 
institutions need to continue to select investment projects which clearly 
advance the transition process. The Bank identifies three key elements that 
are necessary for a strong “transition impact” — the develooment of market- 
based relationships between enterprises; the promotion of market-oriented 
skills and learning; and the development of a competitive market environment. 


POLITICAL ASPECTS OF THE BANK’S MANDATE 


The Bank’s Articles of Agreement link the successful transition of member 
countries to market-oriented economies with progress toward democracy and 
the rule of law. This is a key part of the Bank’s mandate. 


The Bank takes its political mandate seriously. For each country of operations, 
the Bank examines the political situation, relying on a team of counsellors who 
specialize in political analysis. These individuals work very closely with the 
Council of Europe, the Organization for Security and Cooperation in Europe 
(OSCE) and the United Nations to reach their political assessments. During 
their examination of the Bank’s “country strategies”, the Board of Directors 
discusses appropriate follow-up activities in light of these evaluations. In 
certain cases, the Board has viewed progress as inadequate and asked the 
President to convey their concerns to the national authorities. However, the 
Bank has not yet faced a situation where the Board has decided to stop, or 
suspend, operations on political grounds. 
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ENVIRONMENTAL ASPECTS 
OF THE BANK’S MANDATE 


The Bank is directed by its statutes to “promote in the full range of its activities 
environmentally sound and sustainable development”. In recent years, the 
Bank has focussed particular attention on environmental infrastructure and 
energy-saving projects. 


Energy conservation is taken into account by the Bank in its financing of large- 
scale restructuring programmes. Programmes are always reviewed to ensure 
that the environmental aspects have been adequately taken into account. 
Similarly, energy efficiency is an important emphasis, with projects supported 
to upgrade power plants and distribution networks, or to develop renewable 
energy sources, for instance in Albania, Moldova and Georgia. 


The Mochovce Project 


In early 1993, French, German, and Slovak sponsors approached the 
Bank to participate in financing the completion of two reactors for the 
Mochovce nuclear power project in the Slovak Republic. This nuclear 
project, the first to be considered by the Bank, attracted considerable 
public interest. 


In July 1993, the Board of Directors was consulted on this project, and 
established a number of conditions, in line with the Bank’s energy policy, 
as prerequisites for Bank participation. Specifically, the completion of 
Mochovce had to: 


be the “least cost” solution to Slovakia’s future electricity requirements; 


be financially viable (which required a significant increase in domestic 
electricity prices); 


conform to generally accepted Western nuclear safety standards; 


entail environmental risks no greater than those associated with alterna- 
tive sources of electricity generation; and 


result in the closure of the unsafe Bohunice plant no later than the end 
of the decade. 


In March 1995, the Slovak Republic asked the EBRD to defer 
consideration of this project. In October 1995, the Slovak authorities 
decided that EBRD financing conditions were “unacceptable” and that 
they would pursue Czech and Russian financing and engineering 
standards for the project. Recently, Skoda Praha of the Czech Republic 
won a supply contract for the Mochovce project. 
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In 1995, to better pursue potential energy savings, the Bank decided to set up 
a specialized section, the Energy Efficiency Unit. Its role is to enhance energy 
efficiency through: 


e adjustment of energy prices to better reflect real costs, and development of 
suitable social safety nets to protect economically vulnerable users; 


e direct investment to improve the energy efficiency; 


¢ creation and management of guarantee funds to finance energy saving 
investments, especially large-scale “retrofitting” projects; 


¢ design and development of other instruments for the financing of small- 
scale investments; and 


e support for local enterprises active in energy conservation. 


The Bank recognizes that energy efficiency can dramatically contribute to the 
reduction of atmospheric pollution in Central and Eastern Europe and in the 
countries of the former Soviet Union. Since oil and coal are the main polluting 
sources in many of these countries, progress towards greater energy 
efficiency can pay big environmental dividends. 


Turning to individual projects of high environmental interest, the EBRD and 
World Bank co-financed a path-breaking operation to contain and clean up a 
major oil spill in the Komi Republic of Russia. The proposed completion of the 
Mochovce nuclear power plant in Slovakia generated much controversy. After 
months of negotiations, the environmental and other conditions which had 
been set by the EBRD were judged too rigourous by the Slovakian authorities 
and the project was financed elsewhere (see box). 


The EBRD and Nuclear Safety 


Canada, with other G-7 countries, has been working to improve nuclear 
safety in Central and Eastern European countries and the former Soviet 
Union, bearing in mind the risks posed by older generation Soviet reactors 
such as Chernobyl in the Ukraine. The EBRD, as the multilateral 
development bank which focuses on the region, has been asked to play a 
special role in the area of nuclear safety. 


Canada has contributed to the Nuclear Safety Account (NSA) which the 
EBRD aaministers on behalf of the G-7 countries and other contributors. 
The NSA is used primarily for making essential safety improvements to 
older generation Soviet-built reactors as part of a comprehensive program 
for their early decommissioning. 


Canada also supports the use of the EBRD’s own resources to bring partly 
completed Soviet-designed nuclear power plants up to Western safety 
standards. The EBRD applies strict conditions to this support. The 
completion of these plants must be part of a “least cost” solution to the 
country’s future electricity requirements; the completed plants must fully 
comply with Western nuclear safety standards; and, any resulting increase 
in nuclear power in upgraded facilities must be fully offset by the closure of 
other unsafe nuclear plants. 
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MANAGING CANADA’S INTERESTS 


The highest authority in the Bank is the Board of Governors. Member 
countries are represented by a Governor and an Alternate Governor. The 
Honourable Paul Martin, Minister of Finance, is the Canadian Governor 
and Mr. Gordon Smith, Deputy Minister of Foreign Affairs, is the 
Alternate Governor. 


The Board of Directors is responsible for the general operations of the Bank. 
The Board is composed of 23 members, of which four are non-European 
members. Canada is the third largest non-European shareholder, after the 
United States and Japan, and by virtue of its share has the right to elect its 
own Director. Canada’s constituency in the Bank also includes Morocco. 
The Canadian Director is Mr. Jonn Coleman. 


Within the Canadian Government, responsibility for oversight of the EBRD’s 
activities resides with the International Finance and Economic Analysis Division 
of the Department of Finance. In consultation with the Department of Foreign 
Affairs, the Department of Finance regularly reviews the Bank’s policy papers 
and proposed country programs and provides advice to the 

Canadian Director. 


Canada’s Voting Record 


In June, Minister Martin opposed the following salary increases as 
inconsistent with the message of restraint which multilateral institutions 
should be trying to convey in their countries of operations, and as not 
justifiable by comparison with member country government salaries: 


m the two successive increases of 2.5 and 4.5 per cent (effective April 1995 
and July 1995) for the remuneration of the President; and 


automatic adjustments to Directors and Alternate Directors’ salaries in 
April 1996 which were to be based on the average increase in the Bank’s 
senior staff salaries. 


Canada and other shareholders typically raise concerns and questions 
about specific Bank operations before they get to the Board. As a result, 
decisions at the Board are generally taken by consensus without a formal 
vote. Nevertheless, the Canadian Director formally opposed the following 
Bank operations: 


mw the MBA Loan Program in January 1995 which ultimately benefited 
individual students (rather than private enterprises) and was thus incon- 
sistent with the mandate of the Bank; and 


the Staff Compensation and Benefits Proposals in November 1995 
which were out of line with smaller pay increases in other international 
institutions such as the International Finance Corporation. 


REPORT ON OPERATIONS UNDER THE 


For much of the past year, the Canadian Director chaired a subcommittee of 
the Bank’s Directors at which a range of policy issues were discussed. During 
the course of the year, Canada pressed the EBRD to become more active in 
the Ukraine and other countries in early or intermediate stages of transition. 
Canada also argued that the Bank should continue to decentralize its activities 
and substantially increase its involvement in small- and medium-sized 
enterprises and local banks in the region. 


On the financial side, Canada actively promoted reductions in the 
administrative cost of the Board of Directors and promoted adoption of zero 
real growth budgets for 1995 and 1996. Canada also played an important role 
in negotiations to double the size of the Bank’s authorized capital. 


Promoting Canada’s Interests 


Members of the Canadian office made six visits to Canada during 1995 
to meet with business people, conduct seminars, speak at conferences, 
and consult with government officials. During a cross-Canada marketing 
tour in late March, the Canadian Executive Directors for all the multilateral 
development banks visited Nova Scotia, Quebec, Ontario, Alberta, and 
British Colombia. The Director and Alternate Director also visited several 
of the Bank’s countries of operations (the Czech Republic, Hungary, 
Kazakstan, Kyrgyzstan and Poland) to further Canadian business 
interests in the region. 


In addition, EBRD President de Larosiére visited Toronto and Ottawa in 
early June. During his time in Canada, the President met with the Prime 
Minister, appeared before a joint session of the House of Commons 
Committees on Finance, Foreign Affairs and Defense and the Senate 
Committee on Foreign Affairs, and spoke with a large number of business 
people and bankers. 


PROCUREMENT PERFORMANCE 


The EBRD offers a wide variety of opportunities for Canadian businesses. 
One of the tasks of the Canadian Office is to make Canadian business people 
aware of these opportunities, explain how the Bank’s contracting works, and 
ensure that all contracts are awarded in a transparent and fair manner. A 
growing area of opportunity is the Bank’s private sector financing operations, 
which now account for almost three-quarters of the Bank’s business. Last 
year, Canadian companies successfully bid on a number of major deals in 
this area. 


e The largest was the U.S. $360 million Kumtor Gold project to develop a 
large gold deposit in Kyrgyzstan, which was sponsored by Cameco of 
Saskatoon. Canada’s Export Development Corporation also provided 
U.S. $50 million in financing and U.S. $90 million in foreign investment 
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insurance coverage for the project. In addition, five Canadian banks — 
Chemical Bank of Canada, ABN AMBRO Bank of Canada, Royal Bank of 
Canada, Crédit Lyonnais (Canada) and Bank of Nova Scotia — participated 
in the seven-bank syndicate which contributed U.S. $155 million. Both EDC 
and commercial bank involvement were contingent on the participation of 
the IFC and EBRD, which demonstrates the important role these institutions 
can play in catalyzing resources. 


e The second was a U.S. $22 million project which established the Kyrgyz 
Agribusiness Company which will primarily provide distribution and other 
services to grain-producing farms. This project was sponsored by Cameco, 
the Saskatchewan Wheat Pool, O&T Agdevco of Saskatchewan and two 
European corporate partners. 


There are a substantial number of other projects involving Canadian 
companies which are currently making their way through the Bank’s pipeline. 
Most of these are in areas of traditional Canadian strength — i.e. oil and gas, 
mining, telecommunications, infrastructure development, and investment 
finance. Canada also has a strong track record in consultancy services. Last 
year, Canadian consultants won 17 consultancy contracts worth a total of 
about U.S. $2 million. This high level of overall activity demonstrates Canada’s 
significant and growing interest in doing business with the EBRD. 


Canadians are well represented on the Bank’s staff. At the end of 1995, 
Canadians accounted for 6.3 per cent of the Bank’s professional positions, 
well above Canada’s 3.4 per cent share of the Bank’s capital. It is noteworthy 
that Canadians lead the country teams for Hungary and the Baltics/Belarus 
and head the Bank’s resident offices in Bratislava, Kiev, Minsk, Moscow, 
Sofia and Warsaw. 


Contacting the Office of the Director for Canada 


The Canadian Director’s Office at the EBRD may be reached at: 


Office of the Director for Canada and Morocco 
European Bank for Reconstruction and Development 
One Exchange Square, Room 8.15 

London, EC2A 2EH 


United Kingdom 
Mr. John Coleman, Director Tel: 44-171-338-6457 
Mr. David Horley, Alternate Director Tel: 44-171-338-6509 
Mr. Stephen Millar, Director’s Assistant Tel: 44-171-338-6458 
Mrs. Diana Price, Executive Secretary Tel: 44-171-338-6507 


Fax: 44-171-338-6062 
Internet address: Price@ebrds.ebrd.com 
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CHALLENGES AHEAD 


The reforms introduced by the Bank’s President, Mr. Jacques de Larosiére, 
are now yielding tangible results. The Bank is working actively to increase its 
lending and investment activities in the private sector. It has also made 
considerable progress in increasing the geographical spread of its operations 
and focusing an increasing share of its resources on the riskier countries of 
the region. As it gains experience in the region, the Bank is now beginning to 
work more directly with local private enterprises and local banks and reducing 
its reliance on joint ventures with Western investors. 


Looking ahead, the EBRD will need to continue to broaden the scope of its 
operations. It will also need to better adapt to countries at differing stages of 
transition and to develop instruments and approaches which are specifically 
suited for the evolving needs of its clients. The demand for financing and 
direct investment is expected to increase sharply in countries that are now 
entering the “intermediate” stage of transition. This presents a clear challenge 
to the EBRD. As private sources of financing become increasingly available for 
projects in specific sectors in advanced transition countries, the Bank will no 
longer need to be active in such areas. As alternative sources of funds 
become available, a test of whether EBRD services are truly needed, or 
“additional”, will need to be increasingly applied. This raises the question of 
when a country will no longer need the services of the EBRD and can 

be “graduated”. The Bank is now focusing on this issue, and a formal 
“graduation” policy is to be established by the end of 1996. Managing this 
graduation process will present new challenges. 


In conclusion, the Bank has now emerged as an important force for transition 
in Central and Eastern Europe and the countries of the former Soviet Union. 
In the coming years, the demand for its expertise and resources can be 
expected to continue to increase. In meeting this demand, the EBRD will 
need to ensure that its operations continue to satisfy the principles of sound 
banking, additionality and impact on transition. 


For More Information on the EBRD 


The Bank releases considerable information on its various activities. Bank 
publications include information guides (e.g., Financing with the EBRD), 
special reports (e.g., The Annual Report, Transition Report), country 
strategies and assorted factsheets. 


Requests for information can be addressed to: 


Publications Desk 
European Bank for Reconstruction and Development 


One Exchange Square 
London EC2A 2EH 
United Kingdom 

(Fax: 44-171-338-7544) 
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ANNEX 1 


The Bank’s Financial Activities 


The Bank’s financial activities are divided into ordinary and special operations 
depending on the source of funds applied. Ordinary operations are those 
financed from the ordinary capital resources of the Bank which comprise 
subscribed capital, market borrowings and income from loans and 
investments. Special operations are those financed by “Special Funds” for 
specially designated purposes which are typically outside the Bank’s regular 
activities. Unlike other regional development banks, however, the EBRD does 
not operate a concessional or “soft” loan window. 


Ordinary Capital Resources 


At the end of 1995, the total authorized capital of the Bank was ECU 10 billion 
(about C $17.5 billion). Canada has subscribed to 3.4 per cent — or 

ECU 340 million (about C $595 million)— of the Bank’s authorized capital’. 
Contributions are made in either ECU, U.S. dollars or Japanese yen. Canada’s 
contribution was made in U.S. dollars, as shown in the table below. Thirty 

per cent of this amount represents “paid-in” capital which is provided in equal 
annual instalments over five years, half in cash and half in promissory notes. 
The remaining 70 per cent of authorized capital is “callable”, i.e. subject to call 
in the unlikely event that it is required to meet the Bank’s financial obligations 
to bondholders. Canada’s paid-in capital contribution to the Bank can be 
thought of as asset. 


At the end of 1995, Canada had made the following payments in U.S. dollars: 


Encashment Total cash 
Year Notes Cash of notes outlay 
1991 11,903,502 5903-502 11,903,502 23,807,004 
1992 11,903,502 OOS, 002 3,967,834 15,871,336 
1993 11,903,502 11,903,502 7,935,668 19,839,170 
1994 11,903,502 11,903,502 11,903,502 23,807 ,004 
1995 11,903,502 171,903,502 11,903,502 23,807 ,004 
Total 59,517,510 59,017,010 47,614,008 VO VST O16 


The final encashment of U.S. $11,903,502 in outstanding notes for capital is 
expected in 1997. 


1 This has a value of U.S. $396,783,400 at the agreed exchange rate 
of ECU 1 = U-S.-$1.16701. 
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Market Borrowings 


The Bank borrowed funds equivalent to ECU 910 million from international 
capital markets in 1995. Funds were raised in eight different currencies and 
swapped into floating rate instruments, primarily in U.S. dollars, ECU and 
deutschemarks. 


At the end of 1995, cumulative borrowings by the Bank totalled 
ECU 3.8 billion with an average maturity period of 5.7 years at an average 
cost of funds of LIBOR2 minus 36 basis points. 


Standard & Poor’s has assigned the Bank a AAA long-term and A-1+ short- 
term credit rating. Moody’s has similarly rated the EBRD long-term bonds 
triple-A. 


Special Operations 


The EBRD administers a number of bilateral and multilateral concessional 
funds. Canada has contributed to the following Special Funds: 


The Canadian Technical Cooperation Fund — The main purpose of this 
fund is to provide financing to hire Canadian consultants for EBRD projects. 
Canada has contributed C $5.5 million since it was established in 1992. 


Nuclear Safety Account — This facility was established to help finance the 
closure of the Chernobyl nuclear power plant and to improve safety conditions 
at nuclear power plants in countries of operations. The NSA functions in 
parallel with multilateral efforts to achieve broader energy sector reform in 

the region. Canada has contributed C $19.5 million to the total fund of 

U.S. $250 million. The NSA was established in 1993. 


Russia Small Business Fund — The purpose of this fund is to establish a 
facility for small business finance in Russia. Canada has contributed 

U.S. $1.3 million toward the U.S. $55.5 million pilot phases. The RSBF 
was established in 1993. 


Russian Project Finance Bank — This fund is designed to cover the cost of 
expatriate Canadian management support for the start-up phase of the RPFB. 
Canada established a technical co-operation agreement worth C $1.6 million 
for this purpose in 1992. 


2 LIBOR is the London Interbank Offered Rate, i.e. the rate of interest banks charge each 
other for short-term loans on the London market. 


ANNEXES 


EBRD Membership - As at December 31, 1995 


Share of the Share of the 
z : Bank’s Capital . Bank’s Capital 
(%) | biaeen eens ie 

European Members Countries of Operations 

Austria 2.28 Albania 0.10 
Belgium 2.28 Armenia 0.05 
Cyprus 0.10 Azerbaijan 0.10 
Denmark ee) Belarus 0.20 
Finland lez Bulgaria 0.79 
France S52 Croatia 0.36 
Germany 8.52 Czech Republic 0.85 
Greece 0.65 Estonia 0.10 
Iceland 0.10 FYR of Macedonia 0.07 
Ireland 0.30 Georgia 0.10 
Israel 0.65 Hungary 0.79 
Italy 8.02 Kazakstan 0.23 
Liechtenstein 0.02 Kyrgyzstan 0.10 
Luxembourg 0.20 Latvia 0.10 
Malta 0.01 Lithuania 0.10 
Netherlands 2.48 Moldova 0.10 
Norway iets) Poland 1eZo 
Portugal 0.42 Romania 0.48 
Spain 3.40 Russian Federation 4.00 
Sweden 2.28 Slovak Republic 0.43 
Switzerland 2.28 Slovenia 0.21 
Turkey Pals; Tajikistan 0.10 
United Kingdom Sr0z Turkmenistan 0.01 
European Community 3.00 Ukraine 0.80 
European Investment Bank = 3.00 Uzbekistan 0.21 


Non-European Members 


Australia 1.00 
Canada 3.40 
Egypt 0.10 
Japan S02 
Korea 0.65 
Mexico 0.30 
Morocco 0.10 
New Zealand 0.10 


United States 10.00 
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ANNEX 2 


How to Do Business With the EBRD 


General inquiries about the EBRD should be directed to the Office of the 
Director for Canada (See box on p. 17) or to the Bank’s Communications 
Department in London (tel: 44-171-338-6096; fax: 44-171-338-6690). 


Companies interested in potentially soonsoring a Bank project are requested 
to direct initial inquiries either to Project Inquiries (tel: 44-171-338-6282 or 
44-171-338-6252; fax: 44-171-338-6102) in London or to the Bank’s 
Resident Office in the country of operations. 


The EBRD uses the World Bank DACON (Data on Consultants) System to 
register consultants. Requests for forms and subsequent registration should 
be forwarded to: 


DACON Information Centre 
World Bank 

1818 H Street 

Washington DC 20433 


The EBRD has also established a supplementary system for registration 
of highly qualified consultants. Individuals are invited to submit their 
curriculum vitae (CV) for review at the Bank’s Consultant Contracts Unit 
(tel: 44-171-338-6909; fax: 44-171-338-6100) in London. 


The EBRD provides information on its proposed and approved projects, 
technical cooperation activities, contracts awarded and procurement notices 
in a monthly newsletter, Procurement Opportunities, available through fax at 
an annual subscription of £85 from: 


EBRD Subscription Department 
82-84 Peckham Rye 

London SE15 4HB 

United Kingdom 

Tel: 44-171-639-0333 

Fax: 44-171-358-9568 


Applications for employment for both permanent positions and summer jobs 
should be sent to: 


Mr. Ernst Mahel 

Senior Recruitment Advisor 

Personnel Department 

European Bank for Reconstruction and Development 
One Exchange Square 

London, EC2A 2EH 

United Kingdom 
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Tableau 1 


Progrés réalisés dans la transition en Europe centrale et orientale et dans l’ancienne Union soviétique 


Pays Part du Entreprises Marchés et commerce Institutions financiéres Reforme juridique 
secteur Privatisation Privatisation Restructuration Libéralisation Régime Politique de Réforme Marchés Etendue et 
privé dans a grande a petite d’entreprises des prix commercial | concurrence bancaire et des valeurs efficacité des 
le PIB échelle échelle et de change libéralisation mobiliéres et réegles juridiques 
(%) des taux institutions en matiére 

d’intérét non bancaires __d’investissement 
Albanie 60 2 4 2 3 4 1 2 1 2 
Arménie 45 2 3 2 3 3 1 2 1 2 
Azerbaidjan 25 1 1 2 3 2 1 2 1 1 
Bélarus 15 2 2 2 3 2 iz 2 2 Z 
Bulgarie 45 2 3 2 3 4 2 2 2 3 
Croatie 45 S 4+ 2 3 4 1 3 2 3 
République tchéque 70 4 4+ S 3 4+ S 3 3 4 
Estonie 65 4 4 3 3 4 3 3 2 3 
ERY de Macédoine 40 2 4 2 S 4 1 3 1 2 
Géorgie 30 2 3 2 3 2 if 2 1 2 
Hongrie 60 4 4+ 3 3 4+ 3 3 3 4 
Kazakstan 25 2 2 1 3 3 2 2 2 2 
Kirghizistan 40 4 4 Z 3 4 2 2 2 2 
Lettonie 60 2 4 2 6) 4 2 3 2 2 
Lituanie SO 3 4 2 3 4 2 3 2 2 
Moldova 30 3 3 2 3 4 2 2 2 2 
Pologne 60 3 4+ 3 3 4+ 3 3 3 4 
Roumanie 40 2 3 2 3 4+ 1 3 2 2 
Fédération de Russie Se 3 4 z 3 3 2 2 2 2 
République slovaque 60 3 4+ 3 3 4+ 3 3 3 3 
Slovénie 45 3 4+ 3 3 4+ 2 3 3 3 
Tadjikistan 18) 2 2 1 3 2 1 1 1 1 
Turkménistan Ks 1 1 1 2 1 7 1 1 1 
Ukraine 35 2 2 2 3 3 Z 2 2 2 
Ouzbékistan 30 3 3 B 3 2 2 2 2 2 


Source : Transition Report (BERD, novembre 1995). 
Les indicateurs de transition vont de 1 a 4, le «1» indiquant des progrés faibles ou nuls et le «4» une €conomie de marché. 
La plupart des pays industriels avancés obtiendraient la note 4+ en regard de presque tous les indicateurs de transition. 
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INTRODUCTION 


The European Bank for Reconstruction and Development (EBRD) was 
established in 1991. Its aim is to foster the transition towards open, market- 
oriented economies in Central and Eastern Europe, as well as in the 
successor republics of the Soviet Union, and to promote private and 
entrepreneurial initiative in countries which are committed to the fundamental 
principles of multiparty democracy, pluralism and a market economy. 


The Bank seeks to help its 26 countries of operation to implement structural 
and sectoral economic reforms, taking into account the particular needs of 
countries at different stages in the transition process. In particular, its activities 
focus on private sector development, including the strengthening of financial 
institutions and legal systems, and the development of infrastructure needed 
to support the private sector. The EBRD has 60 members (58 countries, the 
European Commission and the European Investment Bank). 


Canada, with Spain, is the eighth largest shareholder, following the other 
Group of Seven (G-7) countries and the Russian Federation. Our formal 
participation is authorized under the European Bank for Reconstruction and 
Development Agreement Act which was promulgated in February 1991. 
Article 7 of the Act states that: 


"The Minister [of Finance] shall cause to be laid before each House 
of Parliament by March 31 of each year, or if that House is not then 
sitting, on any of the 30 days next thereafter that it is sitting, a report 
of operations for the previous year, containing a general Summary of 
all actions, including their human rights aspects and sustainable 
development aspects, taken under the authority of this Act.” 


This report responds to this requirement and reviews the activities and 
operations of the Bank for the year 1996. 


OPERATIONAL PRIORITIES 


Although the Bank shares many characteristics with other multilateral 
development banks, it has certain unique features. One of these is the 
explicit link between its financing operations and civil and political rights in 
the countries of operation. This two-pronged mandate is enshrined in the 
Bank's founding charter and differentiates its purpose and character from 
that of other international financial institutions. 


In promoting economic transformation in its countries of operation, the 
Bank's main role is to act as a catalyst for increased flows of financing to the 
private sector. The capital requirements of these countries cannot be fully met 
by official multilateral and bilateral sources of financing, and many foreign 
private investors remain hesitant to invest in the region. By providing an 
umbrella under which wider funding for private sector investment in Central 
and Eastern Europe can be assembled, the EBRD plays a catalytic role in 
mobilizing capital. 
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Financial Highlights 


a In 1996, the Bank achieved a net profit of ECU! 4.9 million (C£8.3 million) 
after provisions, compared with ECU 7.5 million (C$12.8 million) a year 
earlier. Operating profits before provisions of ECU 97 million 
(C$165 million) were higher than the 1995 level of ECU 83 million 
(C$141 million). Banking operations generated nearly 50 per cent of the 
Bank’s total income compared with 36 per cent in 1995. 


Provisions against losses totalled ECU 92 million (C$156 million) in 1996 
reflecting the strong growth in commitments and disbursements. 
Provisions were charged on the basis of the established policy, which 
applies prudential requirements against the increased portfolio risks 
associated with the higher level of commitments. 


After six years of operation, the Bank has approved 518 projects worth 
ECU 10 billion (C$17 billion). The Bank is fully operational in each of its 
26 countries of operation after signing its first projects in Bosnia- 
Herzegovina (which became a member in June) and Tajikistan in 1996. 


The Bank expects the annual level of its commitments to rise steadily 
from ECU 2.2 billion (C$3.7 billion) in 1996 to about ECU 2.5 billion 
(C$4.2 billion) in 1999. 


Last year, 69 per cent of signed projects and 78 per cent of approved 
projects were in the private sector. 


Equity investments accounted for 20 per cent of the value of all approved 
projects, and the Bank used a series of credit lines to local banks and a 
number of new investment funds to better target small- and medium- 
sized companies. 


The significant expansion in the Bank's business which has taken place 
over the past four years has been achieved without any real increase in 
administrative costs. 


Indeed, the projects of the Bank serve a dual purpose. They are intended not 
only to directly support the transition from a command to a market economy 
in countries of operation, but also to create a demonstration effect to attract 
foreign and domestic investors. Like the International Finance Corporation 
(IFC), the Bank is required to operate on a strictly commercial basis and to 
attract companies to invest in unfamiliar countries througn financially viable 
projects, not through subsidies. 


1 The ECU is the standard unit of account for the EBRD's operations. It represents a 
weighted basket of 11 European currencies. At the end of 1996, the exchange rate 
WEIS SGU) 4) = XCS5i) 740). 
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Nevertheless, there remain many countries and sectors that continue to 
receive limited attention from investors. Fully three-fourths of the C$41 billion 
of foreign direct investment in EBRD clients in 1989-1995 went to just four 
countries — the Czech Republic, Hungary, Poland and the Russian Federation. 
At one extreme, Albania received a scant C$274 million in foreign direct 
investment over this period, compared to C$15.6 billion invested in Hungary 
at the other extreme. Part of the EBRD's mission is to help foster investment 
across the region by signalling to investors those activities within its countries 
of operation which provide good potential for investment. 


The Bank almost always acts with partners — such as banks, local and 
international companies — in financing a project loan and, typically, puts up no 
more than 35 per cent of the capital required. At the end of 1996, the EBRD 
had approved loans and investments totalling ECU 10 billion (C$17 billion) 
which in turn supported projects with an overall value of ECU 30 billion 

(C$51 billion). As the scale of these figures illustrate, the EBRD has now 
become a very important financial institution in this part of the world. 


To fulfill its mandate, the Bank has undertaken a number of structural reforms. 
It has simplified networks, streamlined procedures and expanded partnerships 
with other institutions in financial and other sectors. Recently, the Bank has 
stepped up its merchant banking activities in the financial area, taking equity 
stakes in, and strengthening its relationships with, commercial banks, financial 
institutions and investment firms in many of its countries of operation. Such 
activities now account for 20 per cent of its business. 


The Bank has also extended this approach to industrial sectors, by building 
“multiproject facilities" with various Corporations. By initiating such "package 
deals", its financing is soread more effectively, enabling it to support many 
small projects, some of which might otherwise have been too small for the 
EBRD to undertake. In addition, the Bank works actively with local and 
regional banks, providing them with funds and guaranteeing their loans. 

In turn, this increases their financing for many small- and medium-sized 
enterprises (SMEs). In addition to the financing the EBRD provides to 
financial intermediaries for onward lending to SMEs, it is also developing a 
series of venture capital funds (there are now more than 20) to help address 
the critical needs of SMEs for more venture capital. 


KEY DEVELOPMENTS IN 1996 


In 1996, the Bank focused on developing more projects in more countries. 

It broadened its private sector emphasis and sharply increased its loan and 
equity investment portfolio. Its target of ECU 2.1 billion (C$3.6 billion) in new 
commitments was exceeded as commitments reached ECU 2.2 billion 
(C$3.7 billion) for 95 new projects. The cumulative total of signed projects at 
the end of 1996 stood at ECU 7.7 billion (C$13.2 billion). Net disbursements 
also rose to ECU 1.2 billion (C$2.0 billion), a substantial increase over the year 
before, and cumulative disbursements reached ECU 3.2 billion (C$5.4 billion). 
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In the past year, the Bank continued to step up its geographic diversification, 
shifting the focus from the reform-minded states of Central Europe towards 
more challenging countries in Eastern Europe and the former Soviet Union. 
Commitments in five countries — the Czech Republic, Hungary, Poland, 
Romania and Slovakia — accounted for 32 per cent of the EBRD's signed 
commitments for loans and equity investments in 1996, compared to 

50 per cent at the end of 1994. 
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At the end of 1996, the Bank had signed projects in all its 26 countries of 
operation; as well, it had signed 10 regional projects. First disbursements took 
place on projects in Bosnia-Herzegovina. 


A country’s financial sector is critical to the future development of its broader 
private sector and, as such, is a focus for Bank activities. The Bank is 
developing equity stakes in a number of financial institutions in its countries 
of operation with a view to improving the quality of their financial services 
and the degree of competition within their financial sectors. In 1996, the 
Bank signed 42 agreements to finance financial sector activities totalling 
ECU 788 million (C$1.3 billion). The Bank also committed a further 

ECU 780 million (C$1.3 billion) to the transport, telecommunications 

and energy sectors. 


The Bank is seen as an attractive partner by the international banking 
community. To date, more than 100 international banks have participated 
in EBRD programs supporting private sector projects. The number of 
co-financing partners also increased in 1996. In the 416 investments in 
which it has participated, the Bank has worked with 283 companies from 
47 countries. 
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The EBRD also organized more than 300 technical co-operation projects in 
1996 worth ECU 89 million (C$151 million), which facilitated investment 
and lending operations by providing much-needed financing for project 
preparation and implementation. Finally, four new Co-operation Fund 
Agreements were signed with bilateral donors, bringing the total to 

47 agreements. 


Increase in the Bank's Capital Stock 


The April 1996 annual meeting of the Board of Governors in Sofia marked an 
historic moment for the EBRD, culminating in the approval of the doubling of 
the Bank's capital to ECU 20 billion (C$34 billion). This represented a strong 
vote of confidence from shareholders in the Bank’s management and a 
reaffirmation of the ideals which motivated the creation of the Bank five years 
earlier. The increase in capital is expected to provide sufficient resources to 
respond to growing demands in the Bank's countries of operation without 
further infusions of capital. 


Canada deposited its instrument of subscription on November 29, 1996 and 
subscribed to 34,000 additional shares — i.e. 3.4 per cent of the total. This will 
require a total paid-in capital investment of US$97.2 million (C$133 million) 
over the 1998-2009 period. This capital does not affect the fiscal deficit since 
it is recoverable (as in the case of loans and investments). It does, however, 
increase Canada’s borrowing requirements. Parliamentary appropriations will 
be sought in fiscal year 1998-99 when the first instalment becomes due. 


Administrative Efficiency and Cost Effectiveness 


The EBRD has also made progress in extending its resident office network. 
At the end of the year, it had 24 local offices in 22 countries of operation. 
The number of employees in resident offices has grown from less than 

30 professionals at the end of 1993 to nearly 100 at the end of 1996, with 
60 per cent of the professional staff recruited locally. The resident offices are 
now moving from representational activities to more active involvement in 
day-to-day Bank operations. 


At the same time, the Bank has been able to keep its budget under strict 
control. In 1996, the Bank's administrative spending was frozen in real terms. 
In part, this was achieved through cost-saving measures, such as the 
continued subletting of several floors of the headquarters building which 

has brought in additional rental income. 


Productivity increased during the year with the value of projects in the process 
of implementation increasing by 16 per cent over the previous year while costs 
were kept under control. The Bank also continued to increase the level of its 
annual commitments in relation to its direct costs. 
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Productivity Gains 
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Reducing the Costs of the Board of Directors’ Budget 


Based on a decision by directors in 1995, the Bank implemented a 
20.8 per cent reduction in Board personnel costs (effective June 71996) and 
a reduction of one-third in the space occupied by directors’ offices. The 
Board of Directors’ budget has been reduced from £14.4 million in 1995 to 
£11.5 million in 1997 — savings corresponding to 20.5 per cent of the 
1995 budget. 


It is also noteworthy that the Bank's overall administrative budget has been 
frozen in "real terms" since 1993. For a "growing" institution, this has 
posed a difficult challenge and is commendable. Moreover, a zero base 
budgeting initiative has recently been launched to achieve medium-term 
productivity improvements to help offset the increase in costs that is 
anticipated as the Bank’s portfolio continues to grow. 


Graduation Policy 


A new graduation policy was approved in November 1996. The policy 
recognizes that, as a country advances along the path of transition, different 
responses and services are required from the Bank. The new policy sets 
specific guidelines for the graduation of projects, sectors and, eventually, 
country operations from the direct support of the Bank. 
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Project and sector graduation is already underway in a number of high 
transition economies as “blue chip“ companies are now able to attract 
longer-term financing on market terms. Nevertheless, this improvement in 
creditworthiness has still to filter through to the majority of private companies. 
The Bank will shift its focus in high transition economies to transactions where 
its assistance is truly “additional” to other available financing and where it will 
have a high transition impact. Specifically, the Bank will move away from 
financing joint ventures with large foreign sponsors and away from state- 
guaranteed infrastructure projects towards supporting locally owned private 
sector companies in need of restructuring. The overall share of high transition 
economies in the Bank's portfolio will decline. 


The Private Sector Focus of the Bank 


The EBRD Agreement requires that the Bank achieve a 60:40 ratio 
(the so-called “portfolio ratio”) in its private-public sector activities, both 
globally and in individual countries. 


The global portfolio ratio was broadly satisfied in 1996 with 66 per cent of 
the Bank's total commitments linked to private sector activities. Progress in 
reaching the individual country ratios was mixed. It was reached in only 
nine of the Bank's 26 countries of operation at the end of 1996. Three 
countries (Armenia, Azerbaijan and Bosnia-Herzegovina) have had no 
private sector commitments to date. 


The deadline for meeting the portfolio ratio requirement in individual 
countries of operation (i.e. the fifth anniversary of the approval of the 
Bank’s first operation in that country) is nearing in a number of countries. 
The shortfall has been most evident in lower transition economies where 
the Bank has often been active in developing public infrastructure critical to 
the development of a strong private sector. Many lower and intermediate 
transition economies still have relatively small and immature 
private sectors. 


Nevertheless, the portfolio ratio has also been problematic in a number of 
high transition economies where the private sector is dominated by 
companies which are often too small to be the focus of direct EBRD 
operations. In some cases, the Bank is reaching out to SMEs through a 
wholesale approach involving support for local financial intermediaries 
which then on-lend to companies too small to be considered for direct 
EBRD operations. The Bank’s challenge remains to expand and broaden 
its support for private sector operations. 
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Portfolio Ratio* — 1996 
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*Portfolio ratio is the private sector share of all cumulative commitments at the end of 1996. 


Disclosure of Information 


A more open policy on public disclosure of information was approved by 
directors in April 1996 and became effective in September. Canada has been 
a strong supporter of this initiative. The Bank's disclosure policy mirrors that of 
the World Bank in its public sector activities and the International Finance 
Corporation in its private sector activities. The EBRD now issues information 
about its public and private sector projects through project summary 
documents (PSDs). These are usually made available at least 30 days before 
the project's consideration by the Board of Directors, unless there are sound 
commercial reasons for confidentiality. PSDs are available from the EBRD's 
Publications Desk and are posted on the Bank's Web site 
(http://www.ebrd.com). 


Information on Procurement Data 


At the last annual meeting of the EBRD Board of Governors, Secretary of 
State Doug Peters asked the Bank to gather more comprehensive information 
and report regularly on procurement activities. After the Sofia meeting, the 
EBRD issued an informal report on procurement activities related to its public 
sector operations. The Canadian government is continuing to press the Bank 
to develop and provide better procurement information on its public and 
private sector projects. It is also encouraging Canadian companies to bid on 
EBRD projects and, through its Director’s office, is trying to provide maximum 
support to Canadian suppliers and consultants. 
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TRANSITIONAL IMPACT 
OF THE BANK'S OPERATIONS 


Each year, the Bank publishes a detailed Transition Report which reviews 

the process of transition in each of its countries of operation. The Report's key 
summary statistics are provided in Table 1. The Report shows that the 
legacies of central planning are not quickly overcome. Key tasks such as 

price and trade liberalization and the privatization of small-scale enterprises 
have been undertaken relatively quickly, but more lengthy and complex 
processes such as enterprise restructuring, the rehabilitation of 

infrastructure, and the building of strong financial and legal institutions 

are only now being addressed. 


With more than five years’ experience in many countries, the process of 
transition is now better understood. Most of the Commonwealth of 
Independent States, Romania and Albania have made substantial advances 
in the privatization of large state-owned enterprises. The preferred method of 
privatization in most countries has been a "mass" transfer of ownership. 


In contrast, financial sector reform continues to lag behind price and trade 
liberalization and privatization. Moreover, Bulgaria, the Czech Republic, 
Kyrgyzstan, Latvia, Lithuania and Russia have witnessed a new spate of 
banking troubles over the past year. 


The countries most advanced in market-oriented transition, notably the 
Czech Republic, Estonia and Hungary, have begun to privatize major 
utilities and transport. Hungary has achieved the most comprehensive 
privatization of utilities and been the most ambitious in introducing private 
sector finance and risk-taking in road construction. 
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POLITICAL ASPECTS OF THE BANK'S MANDATE 


The Bank's Articles of Agreement link the successful transition of member 
countries to market-oriented economies with progress toward democracy 
and the rule of law. This is a key part of the Bank's mandate. 


The Bank takes its political mandate seriously. For each country of operation, 
the Bank examines the political situation, relying on a team of counsellors who 
specialize in political analysis. These individuals work closely with the Council 
of Europe, the Organization for Security and Co-operation in Europe (OSCE) 
and the United Nations to reach their political assessments. During their 
examination of the Bank's "country strategies", the Board of Directors 
discusses appropriate follow-up activities in light of these evaluations. In 
certain cases, the Board has considered progress inadequate and has asked 
the President to convey formally its concerns to the national authorities. 


The Bank has not yet faced a situation where the Board has decided to 
suspend operations on political grounds. However, in at least one case, the 
Bank has elaborated an operational strategy that foresees a scaling back of 
operations in response to a weakening of a government’s commitment to 
market reform and multiparty democracy. Under such a strategy, the Bank 
ultimately would no longer fund public sector projects and would limit its 
activities only to those private sector projects which could be insulated from 
interventionist government policies. 


ENVIRONMENTAL ASPECTS 
OF THE BANK'S MANDATE 


The Bank is directed by its statutes to "promote in the full range of its activities 
environmentally sound and sustainable development". In recent years, the 
Bank has focused particular attention on environmental infrastructure and 
energy-saving projects. 


The EBRD applies environmental due diligence to all of its investment and 
technical co-operation operations. Environmental due diligence requirements 
vary depending on the nature and location of the project, the potential 
environmental liabilities or risks associated with past, current or future 
operations, worker health and safety considerations, and other issues. 
Investigations are normally undertaken early in the operation cycle in order 
to allow time to identify environmental concerns, plan mitigation and 
enhancement measures, and obtain agreement on actions to be taken 

prior to Board approval. Environmental conditions, relating to mitigation 

and enhancement measures and project monitoring, are incorporated into 


loan agreements. 
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More than 50 environmental analyses, including five environmental impact 
assessments and 25 environmental audits, were conducted on projects 
approved by the Board of Directors in 1996. In some cases, analyses and 
audits were both required. 


Revised Environmental Policy and Procedures 


In September, the Board of Directors approved revisions to the EBRD's 
environmental policies and procedures. These revisions now require that 
the EBRD ensure that its borrowers fully consult with communities and 
organizations potentially affected by their proposed operations. 
Environmental action plans have been made part of the Bank’s formal 
environmental procedures. 


Furthermore, EBRD operations are now required to meet the more 
stringent of national and existing European Union (EU) environmental 
standards. In cases where there are no applicable EU standards, Bank 
operations will be structured to meet the more stringent of national or 
World Bank environmental standards. If such standards cannot be met at 
the time of Board of Directors’ approval, the operation will include a 
program for achieving compliance. Where alternative approaches may be 
necessary, such as with operations involving financial intermediaries, 
these approaches will be subject to Board of Directors’ consideration on 
a project-by-project basis. 


The EBRD's new Municipal and Environmental Infrastructure Team completed 
its first full year of operations in 1996. During the year, commitments in 

this sector more than doubled to ECU 192 million (C$326 million), 

supporting projects involving total investments in excess of ECU 500 million 
(C$850 million). Countries at more advanced stages of transition, especially 
those seeking accession to the European Union, are now channelling more 
resources into investments to improve environmental conditions. In addition, 
increased attention is being given to improving the provision of essential 
municipal services, such as district heating, water supply and urban transport, 
as the availability and quality of these services are critical to underpinning 
economic development. 


In 1996, the EBRD continued to focus on the upgrading of power systems, 
with the introduction of more efficient technology, the reduction of 
transmission and distribution losses, and the completion of more conventional 
power plants. Energy efficiency is of crucial importance to the transition 
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process in virtually every country of operation. From both an economic and 
environmental perspective, investments in energy efficiency are the most 
urgent priority in the energy sectors of these countries. The role of the EBRD’s 
Energy Efficiency Team, established in 1995, is to identify and develop energy- 
saving projects to help advance the process of economic transition. Despite 
the importance of improving energy efficiency, many companies, institutions 
and governments remain unwilling or unable to commit Significant resources 
to projects in this area. 


The Energy Efficiency Team has developed commercial mechanisms for 
implementing energy-saving projects, thus eliminating the need for sovereign 
credits. Among the most important of these are the energy service companies 
(ESCOs), which combine technical and financial resources to provide a 
complete energy efficiency service to their clients. The ESCOs make eneragy- 
saving investments in their clients' premises and are repaid from the realized 
energy savings. In 1996, the EBRD signed multiproject facilities (MPFs) for two 
major ESCO investment programs, one of ECU 70 million (C$119 million) with 
Landis & Gyr (L&G), and the other of ECU 41 million (C$70 million) with 
Compagnie Generale de Chauffe (CGC). These represent the first major 
investment programs in ESCOs in the Bank’s countries of operation. 


The EBRD and Nuclear Safety 


Canada and other G-7 countries have been working closely with the 
EBRD to improve nuclear safety in Central and Eastern European 
countries and the former Soviet Union. To facilitate this work, Canada 
has generously contributed to the Nuclear Safety Account (NSA) which 
the EBRD administers on behalf of the G-7 countries and other 
contributors. The NSA is used primarily for making essential safety 
improvements to older generation Soviet-built reactors as part of a 
comprehensive program for their early decommissioning. 


Canada also supports the use of the EBRD's own resources to bring 
partly-completed Soviet-designed nuclear power plants up to Western 
safety standards. The EBRD applies strict conditions to this support. 
The completion of these plants must be part of a “least cost" solution to 
the country's future electricity requirements; the completed plants must 
fully comply with Western nuclear safety standards; and any resulting 
increase in nuclear power in upgraded facilities must be offset by the 
closure of other unsafe nuclear plants. 
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MANAGING CANADA'S INTERESTS 


The highest authority in the Bank is the Board of Governors. Member 
countries are represented by a Governor and an Alternate Governor. 

The Honourable Paul Martin, Minister of Finance, is the Canadian Governor 
and Mr. Gordon Smith, Deputy Minister of Foreign Affairs, is the 

Alternate Governor. 


The Board of Directors is responsible for the general operations of the Bank. 
The Board is composed of 23 members, of which four are non-European 
members. Canada is the third largest non-European shareholder, after the 
United States and Japan, and by virtue of its share has the right to elect its 
own Director. Canada's constituency in the Bank also includes Morocco. 
The Canadian Director is Mr. John Coleman. 


Within the Canadian government, responsibility for oversight of the EBRD's 
activities resides with the International Finance and Economic Analysis 
Division of the Department of Finance. In consultation with the Department of 
Foreign Affairs and International Trade, the Department of Finance regularly 
reviews the Bank's policy papers and proposed country programs and 
provides advice to the Canadian Director. 


Canada’s Voting Record 


Canada and other shareholders typically raise concerns and questions 
about specific Bank operations before they get to the Board. As a result, 
decisions at the Board are generally taken by consensus without a formal 
vote. Nevertheless, the Canadian Director formally opposed the Staff 
Compensation and Benefits Proposals in November 1996. The package 
assumed a real increase in staff salaries which was inconsistent with the 
message of restraint which multilateral institutions should be trying to 
convey in their countries of operation and was unjustifiable in comparison 
with member country government salaries. 


On June 1, the Board of Directors instituted cost-cutting measures that saw 
the elimination of EBRD funding for one position in each of the directors’ 
offices. In the case of the Canadian office, the position of Alternate Director is 
no longer funded by the Bank. To help the office cope with its growing 
workload (which includes assisting Canadian companies to pursue 
opportunities with the EBRD), the Department of Foreign Affairs and 
International Trade and the Canadian International Development Agency 
provided funding, on a two-year trial basis, for an Assistant’s position. 

On September 9, John Kur joined the office under this arrangement. In 
November, Tom MacDonald was appointed “non-resident” Alternate Director. 
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Mr. MacDonald is Minister (Economic/Commercial) in the Canadian High 
Commission in London and will represent Canada at EBRD Board meetings 
when the Canadian Director is unable to attend. 


From January until September, the Canadian Director was an active 
participant in the Board of Directors’ Audit Committee which examines the 
Bank's financial and project evaluation reports. From September, he chaired 
the Board's Financial and Operations Policies Committee which prepares 
advice for the Board of Directors on most of the key policy issues facing the 
Bank. This committee was instrumental in developing the Bank's graduation 
policy which was approved by the Board in November. 


Canada has continued to advocate increased EBRD activity in Ukraine and 
other countries in lower or intermediate stages of transition. Canada has 
supported the development within the Bank of a “wholesale” approach to 
activities under which the Bank channels financing to SMEs through lines of 
credit or equity investments in local banks and other financial intermediaries in 
its countries of operation. 


Canada has also argued that the Bank cannot relax its efforts to expand 
private sector operations. The Canadian Director has frequently spoken to the 
Board about the need to achieve a 60:40 portfolio ratio in its activities in alll 
countries of operation. 


With respect to its own contributions to the EBRD, Canada played a leading 
role in securing an agreement in April 1996 to double the Bank’s authorized 
capital. Following this agreement, Canada was one of the first shareholders to 
deposit its instrument of subscription. On the financial side, Canada actively 
promoted reductions in the cost of the Board of Directors and adoption of 
zero real growth budgets for 1996 and 1997. 


Promoting Canada’s Interests 


Members of the Canadian office made five visits to Canada in 1996 to 
meet with business people, conduct seminars, speak at conferences 
and consult with government Officials. In addition, the Director’s 
Assistants accompanied Canadian trade delegations to Poland, Russia 
and Ukraine. The Director and Alternate Director also visited several of 
the Bank's countries of operation (Belarus, Bulgaria, the Czech Republic, 
Croatia, Poland and Russia) to further Canadian business interests 
in the region. 


In addition, EBRD Vice-President Ron Freeman, together with John 
Coleman, Director for Canada, visited Montreal and Toronto in October. 
During their visit, they met with members of the Montreal and Toronto 
Chambers of Commerce and other business groups. 
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Contacting the Office of the Director for Canada 


The Canadian Director’s Office at the EBRD may be reached at: 
Office of the Director for Canada and Morocco 
European Bank for Reconstruction and Development 
One Exchange Square, Room 8.15 
London, EC2A 2EH 
United Kingdom 


Mr. John Coleman, Director Tel: 44-171-338-6457 
Mr. Tom MacDonald, Alternate Director! Tel: 44-171-338-6507 
Mr. Stephen Millar, Director’s Assistant Tel: 44-171-338-6458 
Mr. John Kur, Director’s Assistant? Tel: 44-171-338-6509 
Mrs. Diana Price, Executive Secretary Tel: 44-171-338-6507 
Fax: 44-171-338-6062 
Internet address: PriceD@ebrd.com 

1 Resident at the Canadian High Commission in London. 


2 Responsible for policy matters. 
3 Responsible for business development and investor liaison. 


Canadian Commercial Activity at the EBRD 


The EBRD offers a wide variety of opportunities for Canadian businesses. 
One of the tasks of the Canadian office is to make Canadian business people 
aware of these opportunities, explain how the Bank’s financing and 
contracting works, and ensure that the Bank’s stringent procurement policies 
and rules are upheld in its operations. 


A growing area of opportunity is the Bank’s private sector financing 
operations. There are currently a substantial number of projects involving 
Canadian companies that are making their way through the Bank’s pipeline. 
Most of these are in areas of traditional Canadian strength — e.g., oil and gas, 
mining, telecommunications, infrastructure development and investment 
finance. Following its strong 1995 performance, Canadian companies were 
involved in one private sector deal in 1996. 


e The EBRD approved a US$10 million (C$13 million) private sector loan and 
a US$7.7 million (C$11 million) equity financing for AO Buryatzoloto, a 
private Russian company with significant Canadian equity participation. 


Canada has continued its strong track record in consultancy services. In 
1996, the following contract was awarded to a Canadian company under 
an EBRD public sector project in Romania. 


e Teleconsult Ltd. won a contract to provide Rom Telecom with 
C$80 thousand in consultancy services. 
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Last year, in addition to the Teleconsult Ltd. award, Canadian consultants 
won consultancy contracts worth more than C$1 million (about $450,000 in 
contracts associated with EBRD private sector projects and $650,000 in 
technical co-operation contracts associated with public sector projects). 


Canadians are also well represented on the EBRD staff. At the end of 1996, 
Canadians accounted for 4.8 per cent of the Bank’s professional positions, 
well above Canada’s 3.4 per cent share of the institution’s capital. It is 
noteworthy that Canadians lead the country teams for Hungary and the 
Baltics/Belarus and head the Bank’s resident offices in Bratislava, Kiev, 
Minsk, Moscow and Sofia. 


CHALLENGES AHEAD 


The doubling of the EBRD’s capital is expected to permit the institution to 
become commercially self-sustaining. EBRD management has assured 
shareholders that, with appropriate risk management policies, no further 
capital increases should be necessary. However, the Bank is not expected to 
reach its reserve target of 10 per cent for disbursed loans and 25 per cent for 
disbursed equity investments until around the year 2001. The challenge for the 
institution is to achieve, as quickly as possible, the reserve levels necessary to 
assure self-sustainability while at the same time expanding its operations in 
higher-risk transition economies. 


The EBRD’s newly adopted graduation policy is important to ensure that there 
will be sufficient resources for lower and intermediate transition economies. 
Governments in advanced countries can often borrow at lower rates than 
EBRD’s sovereign lending rate which is a standard 100 basis points over 
interbank rates in the London market — |.e. the London Interbank Offered Rate 
(LIBOR). Thus, the EBRD is no longer being called upon to finance public 
sector infrastructure projects in many advanced countries. In these countries, 
the EBRD is now shifting its attention to the restructuring of higher-risk locally 
owned private enterprises. In addition, in virtually all countries of operation, 
the EBRD will need to continue to develop relationships with local financial 
institutions to on-lend in support of SMEs and will need to continue its efforts 
to attract greater commercial co-financing. 
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In conclusion, the Bank has now emerged as an important force promoting 
transition in Central and Eastern Europe and the countries of the former 
Soviet Union. In the coming years, the demand for its expertise and resources 
can be expected to continue to increase. In meeting this demand, the EBRD 
will need to ensure that its operations continue to satisfy the principles of 
sound banking, that its resources do not substitute for other available 
financing (i.e. are additional) and that it continues to intensify the 

process of transition. 


For More Information on the EBRD 


The Bank releases considerable information on its various activities. Bank 
publications include information guides (e.g., Financing with the EBRD), 
| special reports ( e.g., The Annual Report, Transition Report), country 
: strategies and assorted fact sheets. 


Requests for information can be addressed to: 
Publications Desk 
European Bank for Reconstruction and Development 
One Exchange Square, London EC2A 2EH, United Kingdom 
(Fax: 44-171-338-7544) 
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ANNEX 1 


The Bank's Financial Activities 


The Bank's financial activities are divided into ordinary and special operations 
depending on the source of funds. Ordinary operations are those financed 
from the ordinary capital resources of the Bank which comprise subscribed 
capital, market borrowings and income from loans and investments. Special 
operations are those financed by "Special Funds" for specially designated 
purposes that are typically outside the Bank's regular activities. Unlike other 
regional development banks, however, the EBRD does not operate a 
concessional or "soft" loan window. 


Ordinary Capital Resources 


At the end of 1996, the total authorized capital of the Bank was ECU 10 billion 
(about C$17 billion)'. Canada has subscribed to 3.4 per cent — or 

ECU 340 million (about C$578 million) — of the Bank's authorized capital. 
Contributions are made in either ECU, US dollars or Japanese yen. Canada's 
contribution was made in US dollars as shown in the Table below. 

Thirty per cent of this amount represents paid-in capital which is provided in 
equal annual instalments over five years, half in cash and half in promissory 
notes. While this represents a non-budgetary expenditure, it does increase 
the government's borrowing requirements. The remaining 70 per cent of 
authorized capital is "callable" — i.e. subject to call in the unlikely event that it 
is required to meet the Bank's financial obligations to bondholders. At the end 
of 1996, Canada had made the following payments in US dollars: 


Encashment Total cash 
Year Notes Cash of notes outlay 
1991 11,903,502 11,903,502 11,908,502 23,807,004 
1992 115,903,502 11,903,502 3,967,834 13537 koe 
1993 11,903,502 11,903,502 7,935,668 19,839,170 
1994 11,903,502 11,903,502 11,903,502 23,807,004 
1995 11,903,502 11,903,502 11,903,502 23,807,004 
1996 - ~ 7,935,668 7,935,668 
Total ais hey eon (©) BY O17, 010 55,549,676 115,067,186 


Payments associated with the recent capital increase will come due in 1998. 


1 The recent capital increase will not become effective until ratified by 50 per cent of members. 


2 This has a value of US$396,783,400 at the agreed exchange rate of ECU1 = US$1.16701. 
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Market Borrowings 


The Bank borrowed new funds equivalent to ECU 1.1 billion (C$1.9 billion) on 
international capital markets in 1996. Funds were swapped into floating rate 
instruments, primarily in US dollars, ECU and deutsche marks. 


At the end of 1996, cumulative borrowings by the Bank totalled 
ECU 5.6 billion (C$9.5 billion) with an average maturity period of 
5.2 years at an average cost of funds of LIBOR minus 37 basis points. 


Standard & Poor's has assigned the Bank an AAA long-term and 
A-1+4 short-term credit rating. Moody's has similarly rated the EBRD 
long-term bonds AAA. 


Special Operations 


The EBRD administers a number of bilateral and multilateral concessional 
funds. Canada has contributed to the following Special Funds: 


The Canada Technical Co-operation Fund — The main purpose of this fund 
is to provide financing to hire Canadian consultants for EBRD projects. 
Canada has contributed C$5.8 million since it was established in 1992. 


Nuclear Safety Account (NSA) — This facility was established to help finance 
the closure of the Chernoby! nuclear power plant and to improve safety 
conditions at nuclear power plants in countries of operation. The NSA 
functions in parallel with multilateral efforts to achieve broader energy sector 
reform in the region. Canada has contributed C$19.5 million to the total 

fund of C$438 million. The NSA was established in 1993. 


Russia Small Business Fund (RSBF) — The purpose of this fund is to 
establish a facility for small business financing in Russia. Canada has 
contributed C$3.9 million toward the C$255 million fund. The RSBF 
was established in 1993. 


+ 1996 
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ANNEX 3 


How to Do Business with the EBRD 


General inquiries about working with the EBRD should be directed to the 
Office of the Director for Canada or to the Bank’s Communications 
Department in London (tel: 44-171-338-6096; fax: 44-171 -448-6690). 


Canadian Project Sponsors: Canadian companies interested in 
potentially sponsoring a project with the EBRD are requested to direct 
initial inquiries either to Project Inquiries (tel: 44-171-338-6282 or 
44-171-338-6252; fax: 44-171-338-6102) in London or to the Bank’s 
Resident Office in the country of operation. Summaries of EBRD private 
sector operations can be obtained on the Bank’s Internet site: 
http://www.ebrd.com. 


Canadian Suppliers of Goods and Works: In its monthly newsletter, 
Procurement Opportunities, the EBRD makes available information on all 
stages of public sector project development, from the point a project has 
been identified by the Bank through to its approval. Procurement and co- 
financing notices and contract awards information is also published in the 
newsletter. Procurement Opportunities can be accessed on the Bank’s 
Internet site (as addressed above), and a hard copy subscription can be 
obtained for £85 from: 


EBRD Subscription Department (Procurement Opportunities) 
82-84 Peckham Rye 

London SE15 4HB 

United Kingdom 

Tel: 44-171-639-0333 

Fax: 44-171-358-9568 


Canadian Consultants: The EBRD’s Procurement Opportunities newsletter 
contains technical co-operation notifications, and invitations for expressions of 
interest for consultancy services, pertaining to both public and private sector 
projects. The EBRD also makes use of the World Bank’s electronic DACON 
(Data on Consultants) Registration System. Although it is not required for 
consultants to register with DACON to be eligible for EBRD assignments, it is 
nonetheless advisable as a useful marketing tool. Requests for DACON 
registration packages should be sent directly to: 


DACON Information Centre 
World Bank 

1818 H Street 

Washington, D.C. 20433 U.S.A. 


EBRD AGREEMENT ACT — 1996 


Individual Canadians: The EBRD maintains a recruitment section on its 
Internet site which provides information on specific employment competitions 
at the Bank as they become available. In general, applications for employment 
for both permanent positions and summer jobs should be sent to: 


Mr. Ernst Mahel, Senior Recruitment Advisor 
Personnel Department 

European Bank for Reconstruction and Development 
One Exchange Square 

London, EC2A 2EH 

United Kingdom 
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ANNEX 4 
EBRD Membership — As at December 31, 1996 
Share of the Share of the 
bank’s capital bank’s capital 
(%) (%) 

European Members Countries of Operation 
Austria 2.28 Albania 0.10 
Belgium 2.28 Armenia 0.05 
Cyprus 0.10 Azerbaijan 0.10 
Denmark 1.20 Belarus 0.20 
Finland 1:23 Bosnia-Herzegovina Only 
France 8.52 Bulgaria 0.79 
Germany S200 Croatia 0.36 
Greece 0.65 Czech Republic 0.85 
Iceland 0.10 Estonia 0.10 
Ireland 0.30 FYR of Macedonia O.07 
Israel 0.65 Georgia 0.10 
Italy One Hungary 0.79 
Liechtenstein 0.02 Kazakstan 0.23 
Luxembourg 0.20 Kyrgyzstan 0.10 
Malta 0.01 Latvia 0.10 
Netherlands 2.48 Lithuania 0.10 
Norway 120 Moldova 0.10 
Portugal 0.42 Poland £28 
Spain 3.40 Romania 0.48 
Sweden 220 Russian Federation 4.00 
Switzerland 2.28 Slovak Republic 0.43 
Turkey tS Slovenia 0.21 
United Kingdom 8.52 Tajikistan 0.10 
European Community 3.00 Turkmenistan 0.01 
European Investment Bank 3.00 Ukraine 0.80 

Uzbekistan 0.21 


Non-European Members 


Australia 1.08 
Canada 3.40 
Egypt Ont6 
Japan B52 
Korea 0.65 
Mexico 0.30 
Morocco 0.10 
New Zealand 0.10 


United States 10.00 
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INTRODUCTION 


The European Bank for Reconstruction and Development (EBRD) 

was established in 1991. Its aim is to foster the transition towards open, 
market-oriented economies in Central and Eastern Europe, as well as in 

the successor republics of the Soviet Union, and to promote private and 
entrepreneurial initiative in countries which are committed to the fundamental 
principles of multi-party democracy, pluralism and a market economy. 


The EBRD functions as a development bank, much in the same way that 

the World Bank and other regional development banks operate. However, 

the EBRD is distinctive in three areas. The first characteristic is the EBRD’s 
overriding focus on the private sector. Its Charter stipulates that not less than 
60 per cent of its financing commitments should be directed either to private 
sector enterprises or to state-owned enterprises implementing a program 

to achieve private ownership and control. Second, the EBRD’s mandate gives 
it a particular focus on the promotion of democratic institutions and human 
rights in its countries of operation. Finally, the EBRD is explicitly committed 

to promoting environmental protection and restoration. 


The Bank seeks to help its 26 countries of operation to implement structural 
and sectoral economic reforms, taking into account the particular needs of 
countries at different stages in the transition process. In particular, its activities 
focus on private sector development, including the strengthening of financial 
institutions and legal systems, and the development of infrastructure needed 
to support the private sector. The EBRD has 60 members (58 countries, the 
European Community and the European Investment Bank). 


Canada is the eighth largest shareholder, following the other Group of 

Seven (G-7) countries and the Russian Federation. Our formal participation 
is authorized under the European Bank for Reconstruction and Development 
Agreement Act which was promulgated in February 1991. Article 7 of the 
Act states that: 


“The Minister [of Finance] shall cause to be laid before each House 
of Parliament by March 31 of each year or, if that House is not then 
sitting, on any of the thirty days next thereafter that it is sitting, a 
report of operations for the previous calendar year, containing a 
general summary of all actions taken under the authority of this Act, 
including their sustainable development aspects within the meaning 
of Article 2 of the Agreement, and their human right aspects.” 


This report responds to this requirement and reviews the activities and 
operations of the Bank for the year 1997. 
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MANAGING CANADA’S INTERESTS 


The highest authority in the Bank is the Board of Governors. Member 
countries are represented by a Governor and an Alternate Governor. The 
Honourable Paul Martin, Minister of Finance, is the Canadian Governor and 
Donald Campbell, Deputy Minister of Foreign Affairs is the Alternate Governor. 


The Board of Directors is responsible for the general operations of the 
Bank. The Board is composed of 23 members, of which four are non- 
European members. Canada is the third largest non-European shareholder, 
after the United States and Japan, and by virtue of its share has the right 
to elect its own Director. Canada also represents Morocco at the Bank. 
The Canadian Director is Patrice Muller, who succeeded John Coleman. 
Tom MacDonald, Minister (Economic/Commercial) in the Canadian 

High Commission in London, is the non-resident Alternate Director who 
represents Canada in the absence of the Canadian Director. 


Within the Canadian government, responsibility for oversight of the EBRD’s 
activities resides with the International Finance and Economic Analysis Division 
of the Department of Finance. In consultation with the Department of Foreign 
Affairs and International Trade, the Department of Finance regularly reviews 
the Bank’s policy papers and proposed country programs and provides advice 
to the Canadian Director. 


Canada’s Voting Record 


Canada and other shareholders typically raise concerns and questions about 
specific Bank operations before they get to the Board. As a result, decisions 
at the Board are generally taken by consensus without a formal vote. 
Nevertheless, the Canadian Director: 


= voted against the basic 5.3-per-cent salary increase for all Vice Presidents 
and additional adjustments to the salaries of two Vice Presidents in 
June 1997. He opposed the proposed salary increase on the grounds that 
these salaries should be based on levels comparable to those of similar 
positions in other multilateral institutions; 


abstained on the DM 100 million loan to Krono-Wood Spolka Z.0.0. 
because of the low transition impact of this project involving a foreign 
sponsor establishing a greenfield operation in Poland which is an advanced 
transition economy; and 


abstained on the Staff Compensation and Benefits Proposals in 
December 1997 since the package proposed a significant real increase in 
already high staff salaries and Canada is against real wage increases. 
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Canada has continued to advocate increased EBRD activity in Ukraine and 
other countries in lower or intermediate stages of transition, in line with the 
Bank’s graduation policy. Canada has supported the development within the 
Bank of a “wholesale” approach to activities under which the Bank channels 
financing to small and medium enterprises (SMEs) through lines of credit or 
equity investments in local banks and other financial intermediaries in its 
countries of operation. 


Canada has also argued that the Bank cannot relax its efforts to expand 
the share of its private sector operations. The Canadian Director has 
frequently spoken in the Board about the need to achieve a 60/40 ratio in 
its private/public sector activities in all countries of operation and on the 
importance of the Bank’s charter requirement that member countries be 
committed to market reform and multi-party democracy. 


With respect to its own contributions to the EBRD, Canada continued to 

play a leading role in the adoption of zero real growth budgets for 1997 and 
1998, and the introduction of higher provisioning against sovereign risk. The 
Canadian Director chaired the EBRD Board’s critical Financial and Operations 
Policies Committee until August 1997 and, as Chair, had a strong impact on 
the development of the EBRD’s financial policies and operational priorities. 


Canadian Commercial Interests at the EBRD 


The EBRD offers a wide variety of opportunities for Canadian businesses. 
One of the tasks of the Canadian Office is to make Canadian business people 
aware of investment opportunities, explain how the Bank’s contracting works, 
and ensure that all contracts are awarded in a transparent and fair manner. 


Four Canadian-sponsored projects were approved by the EBRD 

Board of Directors in 1997, representing EBRD financial commitments 

of up to US$197.5 million. (The aggregate size of the four projects is 
US$530.9 million.) In fact, during 1997, EBRD Directors approved more 
financing for Canadian-sponsored projects than in the previous five years 
combined. A description of each of the four Canadian-sponsored 
projects is given in Annex 2. 


A growing area of opportunity is the Bank’s private sector financing 
operations. There are currently a substantial number of projects involving 
Canadian companies that are making their way through the Bank’s pipeline. 
Most of these are in areas of traditional Canadian strength — e.g. oil and gas, 
power and agribusiness. Canada has also continued its strong record of 
success in consultancy services. 
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Promoting Canada’s Interests 


Members of the Canadian office made seven visits to Canada in 1997 to meet 
with business people, conduct seminars, speak at conferences and consult 
with government officials. The Director and Alternate Director also visited 
Romania, Ukraine and Russia to further Canadian interests in the region. In 
addition, a Director’s assistant provided a briefing on Canadian commercial 
interests in the EBRD at a meeting in Frankfurt, Germany of Canadian trade 
commissioners which was organized by the Department of Foreign Affairs 
and International Trade. 


Canadians are also well represented on EBRD staff. At the end of 1997, 
Canadians accounted for 3.4 per cent of the Bank’s professional positions, 
in line with Canada’s 3.4-per-cent share of the institution’s capital. It is 
noteworthy that Canadians lead the country team for the Baltics/Belarus 
(this team was abolished in January 1998 and merged with the Poland team) 
and head the Bank’s resident offices in Kiev and Minsk. 


OPERATIONAL PRIORITIES 


Although the Bank shares many characteristics with other multilateral 
development banks, it has certain unique features. One of these is the 

explicit link between its financing operations and civil and political rights in 

the countries of operation. This two-pronged mandate is enshrined in the 
Bank’s founding charter and differentiates its purpose and character from that 
of other international financial institutions. The Bank’s operations are guided 
by (a) sound banking practices, (b) the requirement that individual projects 
advance the transition to a market economy, (c) the principle that EBRD 
financing catalyzes and does not displace private sources of capital, and (d) the 
requirement that EBRD projects have a positive environmental impact. 


In promoting economic transformation in its countries of operation, the Bank’s 
main role is to act as a catalyst for increased flows of financing to the private 
sector. The capital requirements of these countries cannot be fully met by 
official multilateral and bilateral sources of financing, and many foreign private 
investors remain hesitant to invest in the region. By providing an umbrella 
under which wider funding for private sector investment in Central and Eastern 
Europe and regions of the former Soviet Union can be assembled, the EBRD 
plays a catalytic role in mobilizing capital. 
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Indeed, the projects of the Bank serve a dual purpose. They are intended 
not only to directly support the transition from a command to a market 
economy in countries of operation, but also to create a demonstration effect 
to attract foreign and domestic investors. Like the International Finance 
Corporation (IFC), the Bank is required to operate on a strictly commercial 
basis and to attract companies to invest in unfamiliar countries through 
financially viable projects, not through subsidies. 


Financial Highlights 


m In 1997, the Bank achieved a net profit of ECU’ 16.1 million 
(C$25.3 million) after provisions, three times that of ECU 4.9 million 
(C$7.7 million) a year earlier. 


The Bank almost doubled its provisions against losses to ECU 178 million 
(C$279 million) in 1997, not because of a worsening portfolio, but reflect- 
ing the strong growth in commitments and disbursements, as well as 
the new general provisioning for sovereign exposures. 


Last year, 76 per cent of signed projects and 80 per cent of approved 
projects were in the private sector. 


Equity investments accounted for 19 per cent of the value of all approved 
projects, and the Bank used a number of new investment funds to better 
target small and medium-sized companies. 


After six years of operation, the Bank has approved projects worth ECU 
15.6 billion (C$24.5 billion). The Bank is fully operational in each of its 
26 countries of operation. 


The Bank expects the annual level of its commitments to rise steadily 
from ECU 2.3 billion (C$3.5 billion) in 1997 to more than ECU 2.7 billion 
(C$4.2 billion) in 2001. 


The doubling of the Bank’s capital to ECU 20 billion (C$31.4 billion), 
which became effective in April, will ensure the Bank’s continued strong 
contribution to the transition process. 


1 The ECU is the standard unit of account for the EBRD’s operations. It represents 
a weighted basket of 11 European currencies. At the end of 1997, the exchange rate 
was ECU 1 = C$1.57015. 
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Nevertheless, there remain many countries and sectors that continue 

to receive limited attention from investors. Almost 70 per cent of the 

US$61 billion of foreign direct investment in EBRD clients since 1989 went to 
just four countries — the Czech Republic, Hungary, Poland and the Russian 
Federation. At one extreme, FYR Macedonia received a scant US$65 million 
in foreign direct investment over this period, compared to US$15.3 billion 
invested in Hungary at the other extreme. Part of the EBRD’s mission is to 
help narrow these differences by signalling to investors those activities within 
its countries of operation which provide good potential for investment. 


The Bank almost always acts with partners — such as banks and local and 
international companies — in financing a project loan and, typically, puts up no 
more than 35 per cent of the capital required. At the end of 1997, the EBRD 
had approved loans and investments totalling ECU 13.9 billion (C$21.8 billion) 
which, in turn, supported projects with an overall value of ECU 25 billion 
(C$39 billion). As the scale of these figures illustrate, the EBRD has now 
become a key financial institution in this part of the world. 


Over the years, the Bank has undertaken a number of structural reforms to 
fulfil its mandate. It has streamlined procedures and expanded partnerships 
with other institutions in financial and other sectors in pursuit of its goal of 
strengthening the private sector in its countries of operation. 


The Bank has also extended its streamlined approach to industrial sectors, 
by establishing “multi-project facilities” with various corporations. By initiating 
such “package deals”, it is able to support a broad range of projects, some 
of which might otherwise have been too small for the EBRD to undertake. 

In addition, the Bank is working actively with local and regional banks, 
providing them with funds and guaranteeing their loans. In turn, this increases 
financing for many small and medium-sized enterprises. In addition to the 
financing the EBRD provides to financial intermediaries for onward lending 

to SMEs, it is also developing a series of venture capital funds (there are now 
more than 10) to help address the critical needs of SMEs for more 

venture capital. 


KEY DEVELOPMENTS IN 1997 


In 1997, the Bank continued to focus on developing more projects in more 
countries. It broadened its private sector emphasis and sharply increased its 
loan and equity investment portfolio. Its target of ECU 2.2 billion (C$3.5 billion) 
in new commitments was exceeded as commitments reached ECU 2.3 billion 
(C$3.6 billion) for 108 new projects. The cumulative value of signed projects 
at the end of 1997 stood at ECU 10.3 billion (C$16.1 billion) with cumulative 
disbursements reaching ECU 4.6 billion (C$7.2 billion). 
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In the past year, the Bank continued to step up its geographic diversification, 
shifting the focus from the reform-minded states of Central Europe towards 
more challenging countries in Eastern Europe and the former Soviet Union. 
Commitments in five countries — the Czech Republic, Hungary, Poland, 
Romania and Slovakia — accounted for 25 per cent of the EBRD’s signed 


commitments for loans and equity investments in 1997, compared to 
50 per cent at the end of 1994. 


At the end of 1997, the Bank had approved and signed projects in all its 
26 countries of operation; in addition, it had signed 36 regional projects. 


EBRD Operational Indicators 
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A country’s financial sector is critical to the future development of its broader 
private sector and, as such, is a key focus for Bank activities. The Bank is 
developing equity stakes in a number of financial institutions in its countries 
of operation with a view to improving the quality of their financial services 
and the degree of competition within their financial sectors. In 1997, the 
Bank signed 52 agreements to finance financial sector activities valued at 
ECU 477 million (C$749 million). The Bank also committed a further 

ECU 855 million (C$1.3 billion) to the transport, telecommunications and 
energy sectors. 
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The international banking community sees the Bank as an attractive partner. 
To date, more than 115 international banks have participated in EBRD 
programs supporting private sector projects. The EBRD also organized more 
than 300 technical co-operation projects in 1997 worth ECU 103 million 
(C$162 million), which facilitated investment and lending operations by 
providing much-needed financing for project preparation and implementation. 


Increase in the Bank’s Capital Stock 


The doubling of the Bank’s capital to ECU 20 billion (C$31 billion), which was 
approved by Governors at the 1996 annual meeting in Sofia, became effective 
in April 1997. At the end of 1997, about 85 per cent of the capital increase 
had been subscribed. The increase in capital, which marked an historic 
moment for the EBRD, is expected to provide sufficient resources to respond 
to growing demands in the Bank’s countries of operation without further 
infusions of capital. 


Canada deposited its instrument of subscription in November 1996 and 
subscribed to 34,000 additional shares — i.e. 3.4 per cent of the total. This will 
require a total paid-in capital investment of US$97.2 million (C$139 million) to 
be paid over the 1998-2005 period. This capital represents a government 
asset and, as such, has no impact on the deficit. 


Administrative Efficiency and Cost-Effectiveness 


In 1997, the Bank’s administrative spending was frozen in real terms for 

a fourth straight year. This was achieved through strict budgetary control, 
increased cost recovery and cost-saving measures, such as the continued 
subletting of several floors of the headquarters building. 


The Bank’s efforts at productivity enhancement have been commendable. 
In 1997, productivity continued to increase as both commitments and projects 
under implementation rose sharply while other costs remained flat. 
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Productivity Gains 
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Zero-Base Budgeting Initiative 


In March 1997, management launched a zero-base budgeting (ZBB) initiative 
which reviewed the Bank’s work processes and procedures in order to 
identify ways of further increasing productivity and enhancing revenue to help 
offset the increase in costs that is anticipated as the Bank’s portfolio continues 
to grow. 


The ZBB is a commitment to greater efficiency in the future. The review made 
anumber of recommendations, which are expected to direct more resources 
to priority areas such as project monitoring by streamlining activities in 
departments. The ZBB initiative has contributed to both reducing the 
preparation time and number of bureaucratic steps to approve a project. 


Changes in Presidency 


In June, Jacques de Larosiére announced that, for personal reasons, he 
would not seek re-election upon completion of his four-year term ending 

in September 1997. However, at the request of Philippe Maystaadt, Minister 
of Finance of Belgium and Chairman of the Bank’s Board of Governors, he 
agreed to stay on until January 1998 to ensure an orderly succession. 
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Mr. de Larosiére has made an outstanding contribution to the EBRD. Under 
his stewardship, the Bank’s international standing has been fully restored. In 
addition, the Bank has actively increased its lending and investment activities 
in the private sector and broadened the geographical spread of its operations 
in the less advanced countries of the region. 


As of end of February, no successor has been proposed by the European 
shareholders who hold the majority of votes. Until a new President is 
elected, Charles Frank, who succeeded to Ron Freeman as First Vice 
President (Banking), will be the Acting President. 


Changes to the Provisioning Policy 


The Bank’s risk management policies are intended to ensure that adequate 
levels of provisions and reserves are maintained relative to the potential 
losses in the Bank’s portfolio of loans, equity investments and guarantees. 
In 1997, the Bank made considerable progress in this area as it doubled its 
loss provisions. 


The decision to revise its provisioning policy brought the Bank into line with 
practices in other multilateral development banks as it introduced a uniform 
general provision of 3 per cent against outstanding sovereign risk exposures. 


The implementation alone of the new provisioning against sovereign risk 
resulted in an increase in provisions of more than ECU 50 million. In addition, 
the Bank has made considerable progress towards its reserve target of 

10 per cent for disbursed loans and 25 per cent for disbursed equity 
investments. A challenge for the institution is to achieve, as quickly as 
possible, these reserve levels while at the same time expanding its operations 
in higher-risk transition economies. Canada has continued to encourage the 
Bank to pursue these objectives aggressively. 


Information on Procurement Data 


In its 1996 Annual Report, for the first time, the Bank released information on 
procurement activities related to its public sector operations. The Canadian 
government welcomed this development after having consistently urged Bank 
management to improve its information on procurement. 


Canada will continue to press for similar information on the Bank’s private 
sector projects. Canada will also encourage Canadian companies to bid on 
EBRD projects and provide strong support through its Director’s office to 
Canadian suppliers and consultants. 
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TRANSITIONAL IMPACT 
OF THE BANK’S OPERATIONS 


In November, the Bank issued its fourth Transition Report reviewing the 
process of transition in each of its countries of operation. The Report’s key 
summary statistics are provided in Table 1. The Report argues that a new 
phase of transition has begun in the countries of Eastern Europe, the Baltics 
and the Commonwealth of Independent States (CIS). After strong progress in 
liberalizing markets, privatizing state enterprises and stabilizing prices, the 
challenge ahead is to create the institutions, policies and practices that 
generate high, sustained growth in market economies. 


The Report shows that those countries that have reformed more vigorously 
have recovered from recession more rapidly and attracted greater private 
capital inflows. To launch themselves on a path of rapid sustained growth, 
these economies now need to enhance the effectiveness of institutions that 
support the market and reduce their legacies of bureaucratic interference 
and corruption which undermine investment and competition. 


The Report also observes that the region as a whole is expected to grow 

in 1997 for the first time since the beginning of transition, although growth 
rates will vary signficantly by country. While the return of growth has brought 
with it rising confidence and capital inflows, it has also resulted in rapidly 
deteriorating external balances. The sustainability of current accounts is a 
matter that will need to receive increasing attention from policymakers. 


The Report focuses particular attention on enterprise performance and 
long-term growth. It examines which measures are needed to sustain and 
accelerate growth, and the long-term prospects of countries in the region. 
The Report’s key message is that governments should establish policies, 
institutions and practices that allow competition to develop and market- 
oriented enterprises to flourish. 


The Report identifies reasons for optimism and for pessimism in the long- 
term growth prospects in the region. Genuine restructuring has the potential 
to generate large productivity gains that could fuel rapid growth, particularly 
in view of the highly skilled workforces in the region. The main reason for 
pessimism lies in the weakness of the institutions, policies and practices 
which are required to underpin a well-functioning market economy. 
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Highlights of Macroeconomic Performance 


The region as a whole experienced its first year of real gross domestic product 
(GDP) growth, with a projected increase of 1.7 per cent in 1997, as recent declines 
in Russia finally came to an end. Total GDP for the region is now estimated to be 
about USS$‘1 trillion. Real growth in 1998 is projected to accelerate to 3.5 per cent. 


Inflation has continued to fall in most countries, but developments this year 
highlight the fragility of the macroeconomic position in many countries. In most 
CIS countries, fiscal revenue performance continues to deteriorate. 


External deficits have risen sharply in most countries as growth Is increasingly 
driven by the recovery in household consumption and enterprise investment 
demand. Almost half the countries of the region have current account deficits in 
excess of 7 per cent of GDP. 


A growing supply of foreign, mostly private, capital inflows has financed part of the 
expansion in domestic demand. While capital inflows reflect growing confidence, 
they can pose risks of excessive exchange rate appreciation and macroeconomic 
volatility. Domestic financial systems intermediate much of the capital inflow and 
it is essential that they be strengthened and closely regulated and supervised. 


In several countries, the combination of wage increases and real exchange rate 
appreciation exceeded productivity growth for the first time in 1996, pointing to a 
potential loss of competitiveness in international markets. Continued enterprise 
restructuring and the efficient provision of services, such as infrastructure, will be 
crucial to maintaining competitiveness in the future. 


Private Sector Development in the Russian Federation 


At the beginning of 1997, the private sector accounted for about 70 per cent of 
GDP, 60 per cent of employment and almost 75 per cent of investments. The main 
source of the expansion of the private sector remains the privatization process and 
the contraction of the state sector. The number of wholly state-owned enterprises 
was reduced to 88,000 from 205,000 in 1992. Since mid-1997, private sector 
activity has been reinvigorated by the adoption of a new law on privatization. 


The creation of new enterprises continues to lag behind the pace seen in the 
Central European countries. Moreover, new businesses are operating in the 
informal economy. Private sector development remains particularly problematic in 
the agricultural sector as the Duma continues to stall legislation, which would 
enable the sale of agricultural land. 


Foreign participation in privatization and subsequent share transactions continue 
to be restricted. In the most important strategic enterprises, mostly in the energy 
sectors, foreigners are allowed a maximum 15 per cent of company shares. 
Special restrictions also apply to the financial sector and the Duma intends to 
further tighten restrictions in a wide range of sectors by amending the Law on 
Foreign Investment. At the beginning of 1997, foreigners owned less than 2 per 
cent of Russia’s medium-sized and large enterprises. 
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The Private Sector Focus of the Bank 


The EBRD Agreement requires that the Bank achieve a 60/40 ratio (the so- 
called “portfolio ratio”) in its private/public sector activities, both globally and 
in individual countries. 


The global portfolio ratio was broadly satisfied in 1997 with 67 per cent of the 
Bank’s total commitments linked to private sector activities. Progress in 
reaching the individual country ratios was mixed. At the end of 1997, these 
were attained in only eight of the Bank’s 26 countries of operation. Armenia 
is noteworthy in that it has had no private sector commitments to date. 


The deadline for meeting the portfolio ratio requirement in individual countries 
of operation (i.e. five years after the approval of the Bank's first operation in 
that country) is nearing in a number of countries. The shortfall has been most 


evident in lower transition economies, where privatization has developed rela- 
tively slowly and where the Bank has often been active in developing public 
infrastructure critical to the development of a strong private sector. Many 
lower and intermediate transition economies still have relatively small and 
immature private sectors. 


Nevertheless, the portfolio ratio has also been problematic in a number of 
high transition economies where the private sector is dominated by compa- 
nies which are often too small to be the focus of direct EBRD operations. In 
some cases, the Bank is reaching out to SMEs through a wholesale approach 
involving support for local financial intermediaries which then on-lend to 
companies too small to be considered for direct EBRD operations. The 
Bank’s challenge remains to expand and broaden its support for private 
sector operations. 


— 1997 
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REPORT ON OPERATIONS UNDER THE 


POLITICAL ASPECTS OF THE BANK’S MANDATE 


The Bank’s Articles of Agreement link the successful transition of member 
countries to market-oriented economies with progress toward democracy 
and the rule of law. This is a key part of the Bank’s mandate. 


The Bank takes its political mandate seriously. For each country of operation, 
the Bank examines the political situation, relying on a team of counsellors who 
specialize in political analysis. These individuals work very closely with the 
Council of Europe, the Organization for Security and Co-operation in Europe 
(OSCE) and the United Nations to reach their political assessments. During 
their examination of the Bank’s “country strategies”, the Board of Directors 
discusses appropriate follow-up activities in light of these evaluations. In 
certain cases, the Board has considered progress inadequate and has asked 
the President to formally convey its concerns to the national authorities. 


Democracy has strengthened in many countries of operation as the second 
and third rounds of elections were completed, not only at the national level, 
but also at the local level. Changes of government have taken place without 
civil disruption. It is noteworthy that, in line with recent progress in Bosnia and 
Herzegovina, the Bank has been able to increase its operational activities 

and help contribute to the peace implementation process. 


The Bank has not yet faced a situation where the Board has decided to 
suspend operations in a member country on political grounds. However, in 
one case, the Bank has put in place an operational strategy that has resulted 
in a scaling back of operations in response to a weakening of a government's 
commitment to market reform and multi-party democracy. Under this strategy, 
the Bank will no longer fund public sector projects and will limit its activities 
only to those private sector projects that could be insulated from 
interventionist government policies until such time as there is positive 
movement on political reform. 


ENVIRONMENTAL ASPECTS OF THE BANK’S MANDATE 


The Bank is directed by its statutes to “promote in the full range of its 
activities environmentally sound and sustainable development”. The EBRD 
applies environmental due diligence to all its investment and technical 
co-operation operations. 


Environmental due diligence requirements vary depending on the nature 

and location of the project, the potential environmental liabilities or risks 
associated with past, current or future operations, worker health and safety 
considerations, and other issues. Investigations are normally undertaken 

early in the operation cycle in order to allow time to identify environmental 
concerns, plan mitigation and enhancement measures, and obtain agreement 
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on actions to be taken prior to Board approval. Environmental conditions, 
relating to mitigation and enhancement measures and project monitoring, are 
incorporated into loan agreements. 


In 1997, six environmental projects were signed with a total EBRD 
commitment of more than ECU 180 million (C$280 million). More than 
60 environmental analyses, including three environmental impact 
assessments and 35 environmental audits, were conducted on projects 
approved by the Board of Directors in 1997. In some cases, analyses 
and audits were both required. 


Countries at more advanced stages of transition, especially those seeking 
accession to the European Union, are now channelling more resources into 
investments to improve environmental conditions. In addition, increased 
attention is being given to improving the provision of essential municipal 
services, such as district heating, water supply and urban transport, as the 
availability and quality of these services are critical to underpinning 
economic development. 


The EBRD and Nuclear Safety 


Canada and other G-7 countries have been working closely with the EBRD 
to improve nuclear safety in Central and Eastern European countries and 
the former Soviet Union. To facilitate this work, Canada has generously 
contributed to the Nuclear Safety Account (NSA) which the EBRD adminis- 
ters on behalf of the G-7 countries and other contributors. The NSA is 
used primarily for making essential safety improvements to older generation 
Soviet-built reactors as part of a comprehensive program for their early 
decommissioning. 


On the Group of Seven’s behalf, the Bank has agreed to administer the 
US$760 million Chernobyl Shelter Fund (CSF) for securing the sarcopha- 
gus around the destroyed (by nuclear accident) Unit VI reactor in Ukraine. The 
G-7 nations have committed US$300 million, of which Canada will contribute 
US$20 million. 


Canada also supports the use of the EBRD’s own resources to finance the 
completion of Soviet-designed nuclear power plants up to Western safety 
standards. The EBRD applies strict conditions to this support. The comple- 
tion of these plants must be part of a “least cost” solution to the country’s 
future electricity requirements; the completed plants must fully comply with 
Western nuclear safety standards; and any resulting increase in nuclear 
power in upgraded facilities must be offset by the closure of other unsafe 
nuclear plants. 
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The Bank is at the forefront of innovation with adapted instruments which, 

it is hoped, will continue to expand in the future. The Bank has established 
two special teams which are engaged proactively in the environment: the 
Municipal and Environmental Infrastructure Team, and the Energy Efficiency 
Team. The Energy Efficiency Team, for example, has developed commercial 
mechanisms for implementing energy-saving projects, thus eliminating the 
need for sovereign credits. Among the most important of these are the energy 
service companies (ESCOs), which combine technical and financial resources 
to provide a complete energy efficiency service to their clients. The ESCOs 
make energy-saving investments in their clients’ premises and are repaid 
from the realized energy savings. 


CHALLENGES AHEAD 


Over the last four years, the Bank has made considerable progress under 
the strong leadership of President de Larosiére. It is hoped that his successor 
will continue his excellent work. Given the risky environment in which the 
Bank must operate, it will need to pay particular attention to protecting its 
financial viability. Keeping a tight rein on the budget is indispensable. In 
addition, the Bank should continue to strive to increase productivity, and 

to reduce overhead costs in order to concentrate resources on key functions. 
It will also be important to keep and foster its corporate spirit, and to keep 
the organizational structure as light and flat as possible and not encumber 

it with unnecessary layers of hierarchy. 


Looking ahead, the Bank’s success is also dependent on its flexibility and 
sense of innovation. With a market that is certain to change, the Bank must 
remain ahead of events and provide the best new products to meet the needs 
of its clients. It will also be important for the Bank to elaborate and develop its 
environmental mandate. 


Finally, the Bank must continue to contribute to the development of 
democratic societies, stronger institutions and more transparent governance 
structures which are essential characteristics of the type of society we all 
wish to build. 


The Bank has now emerged as an important force promoting transition in 
Central and Eastern Europe and the countries of the former Soviet Union. 

In the coming years, the demand for its expertise and resources can be 
expected to continue to increase. In meeting this demand, the EBRD will 
need to ensure that its operations continue to satisfy the principles of sound 
banking, ensure that its resources do not substitute for other available 
financing (i.e. “additional”) and continue to support the process of transition. 
One area of particular attention will be the process of accession by certain of 
the Bank’s countries of operation to the European Union. Accession would be 
a firm demonstration that transition has been accomplished and support for 
accession is an operational priority of the Bank. However, the EBRD can only 
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be involved in projects that support accession to the extent that such Support 


is based firmly on its operating principles of additionality, transition impact and 
sound banking practices. 


The turbulence in international capital markets at the end of 1997 has had 

a strong impact on the ability of many governments and corporate entities in 
the Bank’s countries of operation to raise financing on a commercial basis. 
Recent events have demonstrated clearly that increased access to 
commercial financing for many of the EBRD’s countries of operation is not a 
linear development and that the EBRD’s additionality will vary according to 
the market perception of country risk. 


Contacting the Office of the Director for Canada 


The Canadian Director’s Office at the EBRD may be reached at: 
Office of the Director for Canada and Morocco 
European Bank for Reconstruction and Development 
One Exchange Square, Room 8.15 
London, EC2A 2EH 
United Kingdom 


Patrice Muller, Director Tel: 44-171-338-6457 
Tom MacDonald, Alternate Director! Tel: 44-17 1-338-6507 
Stephen Millar, Director’s Assistant Tel: 44-171-338-6458 
John Kur, Director’s Assistant? Tel: 44-171-338-6509 
Diana Price, Executive Secretary Tel: 44-171-338-6507 
Fax: 44-171-338-6062 

Internet address: PriceD@ebrd.com 


1 Resident at the Canadian High Commission in London. 
2 Responsible for policy matters. 
3 Responsible for business development and investor liaison. 


For More Information on the EBRD 


The Bank releases considerable information on its various activities. Bank 
publications include information guides (e.g., Financing with the EBRD), 
special reports (e.g., Annual Report, Transition Report), country strategies 
and assorted fact sheets. 


Requests for information can be addressed to: 
Publications Desk 
European Bank for Reconstruction and Development 
One Exchange Square, London, EC2A 2EH, United Kingdom 
(Fax: 44-171-338-7544) 
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ANNEX 1 


The Bank’s Financial Activities 


The Bank’s financial activities are divided into ordinary and special operations 
depending on the source of funds. Ordinary operations are those financed 
from the ordinary capital resources of the Bank which comprise subscribed 
capital, market borrowings and income from loans and investments. Special 
operations are those financed by “Special Funds” for specially designated 
purposes that are typically outside the Bank’s regular activities. Unlike other 
regional development banks, however, the EBRD does not operate a 
concessional or “soft” loan window. 


Ordinary Capital Resources 


At the end of 1997, the total authorized capital of the Bank was ECU 20 billion 
(about Cdn$31.4 billion). Canada has subscribed to 3.4 per cent — or 

ECU 680 million (about Cdn$1.1 billion) — of the Bank’s authorized capital. 
Canadian contributions to the initial capital of ECU 10 billion have been made 
in U.S. dollars as shown in the table below. Under the initial capital 
subscription, 30 per cent of ECU 10 billion represented paid-in capital 
provided in equal annual instalments over five years, half in cash and half in 
promissory notes. While this represents a non-budgetary expenditure, it does 
increase the government’s borrowing requirements. The remaining 70 per cent 
of authorized capital is “callable” — i.e. subject to call in the unlikely event that 
it is required to meet the Bank’s financial obligations to bondholders. At the 
end of 1997, Canada had made the following payments in U.S. dollars: 


Encashment Total cash 
Year Notes Cash of notes outlay 
1991 11,903,502 11,903,502 11,903,502 23,807 ,004 
1992 11,903,502 11,903,502 3,967,834 15,871,336 
1993 11,903,502 11,903,502 7,935,668 19,839,170 
1994 11,903,502 11,903,502 11-903 :502 23,807,004 
1995 11,906,502 11,903,502 11,903,502 23,807 ,004 
1996 - - 7,935,668 7,935,668 
1997 = = 3,967 ,334 3,967 ,334 
Total 595170 10 59,517,510 SO.O17,080 119,034,520 


The capital increase of ECU 10 billion became effective on April 3, 1997. 
Canada’s paid-in capital payments will be made in eight equal instalments 
of US$12,145,331.25 starting in April 1998. 
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Market Borrowings 


At the end of 1997, cumulative borrowings by the Bank totalled ECU 
7.4 billion (Cdn$11.6 billion) with an average maturity period of 5.5 years at 
an average cost of funds of LIBOR minus 47 basis points. Funds have been 


swapped into floating rate instruments, primarily in U.S. dollars, ECU and 
deutschemarks. 


Standard & Poor’s has assigned the Bank a AAA long-term and A-1+ 


short-term credit rating. Moody’s has similarly rated the EBRD long-term 
bonds triple A. 


Special Operations 


The EBRD administers a number of bilateral and multilateral concessional 
funds. Canada has contributed to the following Special Funds: 


The Canada Technical Co-operation Fund — The main purpose of this fund 
is to provide financing to hire Canadian consultants for EBRD projects. 
Canada has contributed Cdn$7.4 million since it was established in 1992. 


Nuclear Safety Account — This facility was established to help finance 

the closure of the Chernobyl nuclear power plant and to improve safety 
conditions at nuclear power plants in countries of operation. The NSA 
functions in parallel with multilateral efforts to achieve broader energy sector 
reform in the region. Canada has contributed Cdn$19.5 million to the total 
fund of Cdn$438 million. The NSA was established in 1993. 


Chernobyl! Shelter Fund — The main purpose of this US$760 million fund 

is to secure the sarcophagus around the destroyed Unit VI nuclear reactor. in 
Ukraine. Canada has pledged a contribution of US$20 million to be paid 
over six years starting in 1998. 


Russia Small Business Fund (RSBF) — The purpose of this fund is to 
establish a facility for small business financing and micro-lending in various 
regions of Russia. Canada has contributed US$6 million toward the 
US$300 million fund. The RSBF was established in 1993. 
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ANNEX 3 


Doing Business with the EBRD 


General inquiries about working with the EBRD should be directed to 
the Office of the Director for Canada or to the Bank’s Communications 
Department in London -— (tel: 44-171-338-6096; fax: 44-171-448-6690). 


Canadian Project Sponsors: Canadian companies interested in 
potentially sponsoring a project with EBRD are requested to direct 
initial inquiries either to Project Inquiries (tel: 44-171-338-6282 or 
44-171-338-6252; fax: 44-171-338-6102) in London or to the Bank’s 
Resident Office in the country of operation. Summaries of EBRD private 
sector operations can be obtained on the Bank’s Internet site: 
http://www.ebrd.com 


Canadian Suppliers of Goods and Works: In its monthly newsletter, 
Procurement Opportunities, the EBRD makes available information on 

all stages of public sector project development, from the point a project 

has been identified by the Bank through to its approval. Procurement and co- 
financing notices and contract awards information are also published in the 
newsletter. Procurement Opportunities can be accessed on the Bank’s 
Internet site (as addressed above), and a hard copy subscription can be 
obtained for £85 from: 


EBRD Subscription Department (Procurement Opportunities) 
82-84 Peckham Rye 

London, SE15 4HB 

United Kingdom 

Tel: 44-171-639-0333 

Fax: 44-171-358-9568 


Canadian Consultants: The EBRD’s Procurement Opportunities newsletter 
contains technical co-operation notifications, and invitations for expressions 
of interest for consultancy services, pertaining to both public and private 
sector projects. The EBRD also makes use of the World Bank’s electronic 
DACON (Data on Consultants) Registration System. Although it is not required 
for consultants to register with DACON to be eligible for EBRD assignments, 

it is nonetheless advisable as a useful marketing tool. Requests for DACON 
registration packages should be sent directly to: 


DACON Information Centre 
World Bank 

1818 H Street 

Washington, D.C. 20433, U.S.A. 
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Individual Canadians: The EBRD maintains a recruitment section on its 
Internet site, which provides information on specific employment competitions 
at the Bank as they become available. In general, applications for employment 
for both permanent positions and summer jobs should be sent to: 


Ernst Mahel, Senior Recruitment Advisor 

Personnel Department 

European Bank for Reconstruction and Development 
One Exchange Square 

London, EC2A 2EH 

United Kingdom 
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ANNEX 4 


EBRD Membership — As at December 31, 1997 


Share of the Share of the 
Bank’s capital Bank’s capital 
(%) (%) 

European Members Countries of Operation 
Austria 2.26 Albania 0.10 
Belgium 2.28 Armenia 0.05 
Cyprus 0.10 Azerbaijan 0.05 
Denmark 1.20 Belarus 0.20 
Finland in20 Bosnia and Herzegovina 0.08 
France 8.52 Bulgaria 0.79 
Germany G02 Croatia 0.36 
Greece 0.65 Czech Republic 0.85 
Iceland 0.10 Estonia 0.10 
lreland 0.30 FYR Macedonia OOF 
Israel 0.65 Georgia 0.10 
Italy 4.26 Hungary 0.79 
Liechtenstein 0.02 Kazakhstan 0.12 
Luxembourg 0.20 Kyrgyzstan 0.05 
Malta 0.01 Latvia 0.10 
Netherlands 2.48 Lithuania 0.10 
Norway Ape Moldova 0.10 
Portugal 0.42 Poland 1.23 
Spain 1.70 Romania 0.48 
Sweden 2.28 Russian Federation 4.00 
Switzerland 2.28 Slovak Republic 0.43 
Turkey Take: Slovenia 0.21 
United Kingdom 8.52 Tajikistan 0.05 
European Community 3.00 Turkmenistan 0.01 
European Investment Bank = 3.00 Ukraine 0.80 

Uzbekistan 0.21 


Non-European Members 


Australia 0.50 
Canada 3.40 
Egypt 0.05 
Japan 8.52 
Korea 1.00 
Mexico 0.15 
Morocco 0.05 
New Zealand 0.05 


United States 10.00 
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